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Terente f Ontario 


Mr. W. P. Gregory, Q.C. - President and General Manager, 
British Trust Corporation. 


THE CHAIRMAN: Call the meeting to order. 

I wish to express the thanks of the Commissijon 
for the very comprehensive brief that has been sub- 
mitted by your Association. It will be of very great 
assistance to the Commission and it raises many questions 
that we shall no doubt wish to pursue in the questionin 
that will duly come. 

I also wish to mention that we are very 
mich obliged to you particularly, Mr. Bean, for 
arranging for us to obtain a survey of the Trust 
Companies Estates, Trust and Agencies Accounts, and 
also wish to thank the National Trust ‘Compan and 

aecd Meyel, Pett be, 
the Montreal Trust Company for undertaking to oroviae 
us With necessary data. 

This whole problem is one of considerable 
magnitude and the Commission much appreciates the 
efforts which these companies are making on our behalf. 
No doubt the work that has been done in preparing this 
submission and the information that has been assembled 


for us will be a very great contribution to the 


work of the Commission. 


T understand that Mr. Bean, the immediate 
past president of the Trust Companies Association of 


Canada will open the proceedings on behalf of the Trust 
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Companies Association of Canada. It is not necessary 
to stand, Mr. Bean, unless you prefer. 

MR. BEAN: Before making a few, very short, 
remarks about the brief which The Trust Companies 
Association of Canada has already submitted to the 
Commission, I should like to introduce to you those 
of us who are officially representing the Association 
at this hearing. 

Firstly, as President of the Association 
during most of the period during which the brief was 
prepared, I, Walter Bean, Vice-President and General 
Manager of The Waterloo Trust and Savings Company of 
Kitchener, Ontario, have been prevailed upon to lead 
this group. With me are Mr. Winslow Benson, Vice- 
President of The National Trust Company of Toronto wha 
Mr. Gordon Hodgson, Assistant General Manager of the 
Montreal Trust Company of Montreal, both of whom have 
been deeply involved in the preparation of the brief. 

In addition there are presen* with me Mr. W. Leo 
Knowlton, Vice-President and General Manager of the 
Canada Permanent Toronto General Trust Company, Toronto, 
President of the Association, Mr. E. F. K. Nelson, 
Executive Director of the Association, Mr. Jules E. 
Fortin, Secretary-Treasurer of The Dominion Mortgage and 
Investments Association and Mr. W. F. Lougheed of 
William Lougheed Associates, consulting economist to 

the Association for this brief. Also present this 
morning are a number of senior officers of Trust Companies 
who, I am sure, will offer comment if required, and 
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upon some of them during the course of the hearing. 

As the PEED already had an 
opportunity of reading both the summary and the brief 
itself, together with its auuemdiaca unless specially 

eevnahad I do not propose to read it here. You will 
have seen that we have done our best to describe in 
detail the operations of the companies engaged in trust 
business in Canada, and to present the views of what 
are a widely varying group of individual companies. We 
think that the work of this Commission is most importan 
to the future of Canada, and Canadians, and we have 
endeavoured to cooperate with you and your Secretariat 
to the greatest possible extent. Much work has been 
done in what might be termed virgin territory, and some 
of the analysis has never been attempted before. This 
work will undoubtedly have been of assistance, not only 
to the Commission, but to the trust business itself. 

In spite of the fact that the extent. 
and particularly the dollar volume of trust business 
has only in recent years been sufficiently great 
to merit public attention, it should be noted at the 
outset, that the various companies have been doing 
essentially the same hi Ae and, almost without exception, 
performed the same functions, since late in the nineteenth 
centur%® This may well be a surprise to some but it 
is nevertheless true. Trust business is not new, 
although its acceptance by the public has increased 
greatly, through changing economic conditions, more 
aggressive promotion and perhaps, most importantly, a 


greater public recognition of the value of the services 
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performed. 

One of the problems encountered in the 
preparation of this brief has been that of presenting 
a coherent picture of the industry's practices, problem 
and beliefs, acceptable to substantially all of the 
member companies of the Association. While all in the 
Same business, no two companies are exactly alike and 
there are wide variations between many of them. As 
a result, their interests and opinions, based on individual 
experience, vary widely. The opinions expressed in 
the brief are those of the Association and are generall 
acceptable to all member companies. However, there 
are some companies who differ in the degree of importancle 
attached to certain of the views expressed and while 08 
Wishing to submit separate briefs, they may wish to speak 
to these points as the occasion arises. In additinn 
you have already received a submission from Mr. Marcel 
Faribault, President and General Manager of the General 
Trust of Canada who is here vith us today. In answerin 
your questions I can only speak with any certainty for 
my own company, but so far as is possible will attempt 
to express the views of member companies. This also 
apslies een respect to replies made by the others 
directly associated in the presentation of this brief an 
more particularly to those of Mr. Lougheed which will be 
his own views. It would be appreciated if in the 
first instance questions were directed to me and I will 
either attempt an answer or call upon one of our group 
to do so. 


I should like to add a few remarks about the 
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study for 598 Association by the University of Western 
Ontario which was submitted as an Appendix to our brief 
This is an objective survey of trust companies' operatiagns 
and their effect on the economic life of the Nation. 
The Association does not necessarily endorse the opinions 
expressed in the study which was made in order to have an 
independent and outside view of the industry. It was 
completed very recently and while all its aspects and 
implications have not as yet been fully considered, it 
was decided to submit 1e as part of the brief in the 
hope that it would provide information and views which 
would prove valuable to the Commission. I am not 
attempting in any way to disassociate the Association 
feom the excellent work done by the University but 
I do wish to stress that any views expressed are not 
necessarily those of the Association. 
THE CHATRMAN: Thank you, Mr. Bean. 
Questions? 
COMMISSIONER HARROLD: Mr. Chairman, perhaps 
I could start the question period here. You mention 
legislation and supervision. In your recommendations 
you refer to the fact tee the trust companies have 
no specific recommendations along this line but I do 
notice there are some that have £0 do with legislation 
and supervision both federal and provincial. Legislatiion 
and supervision, I believe, are discussed in paragraph 
106 and 107 of the first publication. 
The first question I would like to ask, 
you suggest there are 28 to 30 members of your Associatipn 


and provincial legislation really carries the most weigh 
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with the trust companies as far as legislation, et 
cetera, is concerned, but there are some of the trust 
companies that are incorporated under federal legislation 
and also registered federally. How many of the 30 
are in this category? 

MR. BEAN: I believe the answer is four. 
They, I thirk, are the Canada Trust, Guaranty Trust, 
the Canada Permanent Toronto General Trust and the 
Chartered Trust. 

COMMISSIONER HARROLD: You indicated that 
you would like to see a little more uniformity in 
regard to legislation or regulation in the provinces. 
There is not too much said about the federal super- 
intendent of insurance. Who is in fact in a position 
to answer several questions on how this is conducted 
or maybe one or two others as to what the procedure 
is et cetera as far as the federal superintendent 
of insurance is concerned? 

MR. BEAN: You mcgn on questions of elecaau e 
and inspection W supervision? 

COMMISSIONER HARROLD: Well, just show 
how it is conducted in relationship to the provincial 
regulation. 

MR. BEAN: I think for that question you 
had better have some person who has a direct association 
when the federal superintendent. A company such as 
our own has no association whatever. 

COMMISSIONER HARROLD: Is there any advantag 
in a federal ae as compared to a provincial charter? 


MR. BEAN: I am afraid the answer is going 
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‘ to be from the provincial companies, probably there is 
2 not and the federally incorporated companies would 
3 say yes. Would you like to speak on that, Mr. Knowlton? 
4 Mr. K,owltmsS is a federally incorporated company. 
5 MR. KNOWLTON: I do not think there is 
6 any direct advantage. I think it is something that 
7 occurred several years ago with the incorporation of 
8 trust companies, but I do not see any direct advantage 
9 of being a federally incorporated company. 


COMMISSIONER HARROLD: There is some 
supervision by the federal superintendent, is there? 

MR., KNOWLTON: Very much so. In the 
superintendent's office they have an inspection staff 
and we are subject to spot inspections by the super- 
intendent's office at the year end. 

COMMISSIONER HARROLD: Would you say the 
Supervision is very close? 

MR. KNOWLTON: I would say it is very close 
and very comprehensive. 

COMMISSIONER HARROLD: Do you find any 
difficulties arising from time to time? 

MR. KNOWLTON: Well, we all have differences 
of opinion at times but they. have always been mutually 
satisfactorily settled. 

COMMISSIONER HARROLD: You suggest that 
there saciid be some revision as between federal 
Supervision as to the trust companies different 
operations such. as the guarantee operations and the 
company operations as separate from the other operations 


MR. KNOWLTON: I would not think so, sir, no 
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COMMISS TONER HARROLD: What about self 
government of the industry? That iS mentioned in 
paragraph 170, I believe. It says there that the 
powers of self regulation and self government would 
be very helpful. If there is not too much regulation 
and self government what is the reason for that? 

MR. BEAN: Well, I think there may be some 
misunderstanding as to the meaning of that section. 
What we are trying to point out there is that we have 
no constitutional powers of self government. 

THE CHAIRMAN: Excuse me, there are several 
people in the audience who would like to hear what 
is going on and I trust that those present will speak 
a little more loudly so that they may be heard. 

MR. BEAN: Mr. Chairman, as I say, the 
point in that section, I think, is that we have no 
constitutional powers of self govermment as an associatiion. 
I do not believe that any of us envisage that it would 
be possible to replace the governing acts which now 
exist in cite various provinces or the Dominion to 
regulate the industry. I do not think any of us 
feel that that would either desirable from our own 
Standpoint or from the standpoint of the public at 
large but there is a certain amount of consultation 
naturally within the Association and one of the objects 
of the Association is to preserve the highest code 
of ethics, as it were, within the industry. 

COMMISSIONER LEMAN;: Does not the brief 
make some point about the desirability of uniformity 


of regulation in the industry? 
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MR. BEAN: Yes, I agree very much. And 
the suggestion is made in the brief in the recommendatians --. 
well, that we hope that it would be possible somehow or 
other and admittedly we are forgetting about consti- 
tutional problems here and working in a complete state 
of desirability and perhaps of utopia, but it would 
be much more desirable from the industry's standpoint 
and companies operating branches across Canada if they 
could all operate under the same set of rules. It 
is a very difficult thing to operate under one set 
of rules in the Maritime provinces and another set 
in British Columbia, et cetera, and that is the 
recommendation that is made, that we would hope that 
perhaps as they have in the insurance field certain 
portions of the legislation concerning insurance there 

A pur v 
might be some method whereby ie gene of legislation 
could be inaugurated on which we could act. 

COMMISSIONER LEMAN: We do not want to 
get involved in constitutional problems here. Let 
uS assume it would be possible that your Association 
would welcome a process under which the provinces would 
voluntarily leave it to the federal people to provide 
the necessary uniform law? 

MR. BEAN: From a practical standpoint of 
the industry it would be better if there were some 
form of uniformity and I do not think it matters very 
much which way it is done, frankly. The power is 
there any (deer. The provinces could do that if they 
wished to. 


COMMISSIONER BROWN: You mentioned the ins nce 
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companies. There is a division there. The federal 
authority supervises certain portions and the provincia 
others. Do you have the same suggestion for trust 
companies? 

MR. BEAN: As a rule in the case of the 
insurance companies they are regulated as to policies, 
et cetera, but not all portions of their business. 

COMMISSIONER BROWN: You think something 
along this line would be necessary for the trust 
companies? 

MR. BEAN: I am sorry, I do not quite 
understand your question in that respect. It is more 
or less a similar situation except that there are 
a great many more extra conditions under the federal 
jurisdiction ae provincial. There are very few 
provincial life insurance companies now. 

COMMISSIONER GIBSON: Can you give us a 
little background of how the federal supervision of 
trust companies developed? is there someone who 
can tell us that? | 


MR. BEAN: Mr. Fortin can answer that. 
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MR. FORTIN: Prior to 1914, which was the 
first year that the Dominion Superintendent of Insurance 
was given the power of supervision, there was an pare 9 
of supervision of the then ~uilding loan societies and 
loan companies by the Department of Finance. In 1914 
the Trust Companies Act of Canada and the Loan Companies 
Act of Canada were enacted. . 

The main difference between the Dominion 
statute and the provincial statutes, as far as corporate 
powers are concerned, is that the Dominion legislation 
is somewhat. more restrictive in the nature of the 
investments that can be made. The Dominion chartered 
companies get their corporate powers from Ottawa. 

One of the conditions is that they be governed 
by the model act which spells out what these loan and 
trust companies may do. One of the conditions is the 
living up to the legislation by these loan and trust 
companies. 

The Dominion loan ccomnanies operate in the 
provinces by a system of licensing or registration. ~-In 
other words the mere fact that one has a Dominion charte 
does not entitle one as such to operate in any one - 
province. They must conform to the more restrictive 
of the two sets of powers. While you may have the 
corporate power under the Dominion legislation you may 
not exercise it in a province unless that province 
so allows. That also applies to provincially chartered 
companies. The Ontario chartered company is given 
its corporate powers by Ontario but it may only use 


those which are permitted to it say by the Province of 
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British Columbia. Likewise in respect to Quebec. 

The Superintendent of Insurance in Ottawa 
makes very close examination of the solvency position 
of the trust companies, and very voluminous reports 
are required of those companies by the Superintendent. 

He has a system of inspection where their records are 
inspected. He values their assets. 

Ontario, of the provinces, is the province: 
where there is the most stringent provincial supervision 
where the province similarly inspects the Ontario chartered 
companies, and those companies incorporated elswhere 
but operating in Ontario are subject to the supervision 
of Ontario, and have to accept the supervision of the 
Dominion department in the case of Dominion incorporation. 

In the process a trust company has to conform 
itself to the various sets of rules in the various 
provinces in which it operates, so there is to that 
extent a question of uniformity of rules and regulations. 
So that being in Ontario, or vhe Dominion, or Quebec 
incorporation you have mas oie your operations and 
say that this one belongs to Alberta, this one to 
Manitoba, etc. 

In respect to the trustee position, the same 
applies to trustee acts. There are differences between 
the investments permitted by legislation to trustees. 

In respect to the Dominion companies there is no 
legislation applying to the investment of trust funds, 
estates and the like, that being a particular provincial 
matter. All the Dominion Act does in this regard is 


to say that you must deal with trust funds as is permitte 


a 
a 
| 


“a 
a 
j 


q 


ns ak a i 
e.: er 2 
- | . s oe 


,oedeng of Gocagen at 9 


pwett0 ot sonsivant to sasbresne 


sottbeog yeoevioe said to nottentmsxe seofs 


atroge evomtmulov yrev brs setapquos ¢ 
Ldoebostakrsque eft yd eefasgmos seornt seientialbes 518 


aye ebroosy thedd syerw anoftosqent To medave s esd oH 
.ateges atentt eontlsv eH .bedoegant 


eesontvergq edt to ,oiretad 


sonive rg efit af 
imofeivirequa fetontvord treaniade team ent ef etedd steriw 


sistwefs bedsroqioont eetusqmoo seodd bas .ssinsqmoo 


nofetvyrsare odd ot tostdue sts ofsstnO ai satisisqo gud 


ait to noteivreque sdt tqsoos od svend bas ,oftsesta0 To 
nfmod to saso ort ni dremtysqeb aofatmod 


no f . 
asd yvoasomoo dvaust s gesco%q odd ot 


spoltsyog toons 
efuy to ates evoinsv edd o¢ Ilse 


am 


wy 


mio tae oO 


evoflyaevy ody at 
getvsireqo ti dofiw at esontivorg 


wsnt od ef srers of 
,edotisiuges bos asins to yviimaottay te nottaeup's dnsetxe 
Yo ,g@ofnimod ont so. .ofrednO ni sated dads oa 


Sedan £ 
PAN MAG 
Dis enotisisgo twioy teodoog od svsd voy sotistogqiosnl 


ot ono eiddy .,sdrediA ot ganofed eno efdd dsdd ysa 

ote .sdotiasM 

ems2 ont ,coldtasoq ssteurd edt ot tgooeqaey al 

aeswisd esosoreTTib sis stedT .etos seteurt ot eotlqqs 
-esoteuit ot soltsletyel yd botdimreq etaomseovat ont 

on ef exedd setasgqmoo rotnimod eld ot tosqeet al 

auyt to tnemtesvet eft ot aniyiqgs nottsletgel 


~eboaut gaurd 7 
istonivorg asivotiysq s anted dsdt ,sxti edd bas estsdac 
el Disses r eftdtd at es0b toA nolinimed ent ar 


3 Mie 


Nethercut & Young = 3278 a 


Terente, Ontario 


in the province in which the trust is administered. 

Generally that is the picture across the 
country. 

COMMISSIONER GIBSON: Being a Dominion incorporated 
company does not dt béentat ta save any work or carry any 
more advantages over being, let us say, an Ontario 
or Quebec incorporated company? 

MR. FORTIN: It encourages a little more. 

You have to satisfy the Dominion Superintendent as 
well as the provincial Superintendent in the province 
in which you operate. 

MR. BEAN: It amounts to there being one more 
jurisdiction of responsibility. 

COMMISSIONER GIBSON: Yes. What are the 
advantages then? 

MR, BEAN: Again there are differences of 
opinion. 

COMMISSIONER GIBSON: I know some of you 
do not think there are any, tt some people must think 
there are real advantages. 

COMMISSIONER LEMAN: This is a matter in réspec 
to which we have the dissenting brief. Perhaps the’ 
dissentor would express his thoughts on this matter. 

MR. FARIBAULT: I do not think there is any 
advantage to a Dominion incorporation. I think there 
are only disadvantages involved. 

The only reason why the federal government went 
into that position was in consequence of the general 
jurisprudence and decisions ofthe courts regarding 
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the creation of companies. One must realize trust 
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companies were incorporated under provincial charter 
because there happened to be no general act in the 
provinces. When the federal governmert did pass 

a general act, there was a general trend toward the 
creation of federal companies. Some of them got 
incorporation by the federal act or under the general 
federal statute. This did not prove to be very effectiv 
on account of the actual jurisdiction of the provinces 
in respect to trusts and ste trustees aspect of the 
business. 

The supposed advantage of being about to do 
business in each and every of the provinces actually 
was brought to practically nothing. 

Then there is the question of the Morimain 
statutes which proved particularly effective in respect 
to the creation of different companies under federal 
statute. 

Actually the only reason I can see why there 
could be another jurisdiction would be in respect to 
the matter of some precise activity which fell within 
the federal field. Otherwise I see no advantage at all. 
I do not think there are any. 

COMMISSIONER GIBSON: Is there no advantage 
to be gained by unified supervision? I agree it is 
difficult under the division of responsibility in 
respect to the constitution. You see, you have a 
superintendent of insurance, as I understand it, who 
takes interest in respect to insurance companies and 
trust and loan companies. There is some effort to get 


a unified approach as between the variety of finance 
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institutions here so far as rules and supervision is 
concerned. 

MR. FARIBAULT: I believe this is the 
practical argument for the maintenance of supervision 
by ee eee of Insurance in the matter of. 
insurance, but. all the other arguments must fall in 
the case of insurance on account of the decisions of 
the courts. 

Actually there are practical advantages to 
uniform supervision if it were related merely to 
some such activity as one could point to, but it is 
impossible to supervise a trust agency through a federal 
agency. This must ae within the limits of the province 
So, if you took several activities of the trust companieg, 
you are probably led to the conclusion that one only of 
their activities can be so supervised. 

First there is the question of their solvency 
and then the question of their deposits. These are two 
things which do not actually ~elate to a provincial 
jurisdiction. or..to: any..provincial daw....., This..is..a 
matter of either mathematics or monetary policy, if 
you wish, although I would dissent from that. Outside 
of that I do not think there are any advantages. 

It is easier for companies that do business 
across Canada to be supervised by one single authority. 
Actually the courts have, in my view, practically decide 
that it would be unconstitutional to do so in the matter 
of insurance. The practical advantages as such of 
supervision of federal and provincial companies still 


continue. 
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If I were to express a personal opinion 
I would say this is a matter which has been left in 
abeyance for too long. Constitutionally I would say 
that until the constitution is revised or there is 
authority for the provinces to delegate this to the 
federal government, this would remain a moot point and 
a point of contention. 

John Stewart Mill used to say that- the 
main activity of the federal gobesinent was in the 
field of statistics. I think a good idea and what 
I would do if I were Prime Minister of Canada, would 
be to constitute a ministry of federal-provincial 
affairs. The minister would not be in the house, but 
in the Senate, and he would call the provinces together 
to try to get some kind of uniformity through some 
delegation of power. 

COMMISSIONER BROWN: Mr. Faribault has 
touched on a point I was trying to bring out and that 
is was there some division Uf their activities that 
could be more efficient if under federal jurisdiction. 
Obviously, estates, trusts and agencies are going to 
be completely under provincial jurisdiction, but would 
it be a good or bad thing to suggest having such 
operations as the deposit business and guarantee 
investment certificates and so forth under federal 
jurisdiction? 

MR. BEAN: Speaking fairly personail/in this 
regard, I think ttl Would be an excellent thing. ¥: 
think there is such wide variation now as between 


provinces, and as the brief suggests -- I do not know 
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whether it says completely or not -- we would welcome 
in certain provinces a stronger regulating body than 
exists. We think it would be a good thing for the 
protection of everyone concerned as well as a good 
thing for the industry if there was some such thing 
in existence as suggested. 

COMMISSIONER GIBSON: Would any of the 
representatives of Dominion chartered companies care 
to express a view in regard to this general question? 

MR. KNOWLTON: I do not think it would 
affect us. We are under that jurisdiction now. We 
are policed by the superintendent of insurance. 

COMMISSIONER GIBSON: But you are satisfied 
with that? 

MR. KNOWLTON: Speaking personally we are 
satisfied with it. Mr. Taylor could perhaps add to 

MR. TAYLOR: Mr. Chairman, speaking for 
our own company, we too are satisfied. We have lived 
with nothing else and we are happy with it. I think 
the important thing is uniformity. I think the more 
that can be done in respect to uniformity in the 
whole picture is important, as Mr. Fortin has said. 
We are now in the position where the lesser, or the 
greater, rather, of the a8 sets of restrictions 
applies in any province in which we operate. Ir 
we could have uniformity so that the majority of 
provinces have the same sets of ground rules it would, 
without any questions, reduce the confusion. Apart 
from the importance of uniformity we are happy with 


the superintendent of insurance and the general atmos- 
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phere in which we operate. 

COMMISSIONER GIBSON: Have you thought of 
the possibility of having specialists in efit area 

on a board of supervision? When we were talking 

with the insurance people the thought was raised, I 
think perhaps by a member of the Commission, as to 

the possibility of setting up a small board for 
supervision composed of an individual who is expert 

in the insurance field, an individual expert in the 
banking field and another in respect to trust companies, 
and so on, so as to bring it all together. Have 

you thought of this kind of an approach at all, thinkin 
strictly in terms of what the federal government can 

do, of course? 

MR. TAYLOR: No, Mr. Gibson, I must say 
that I have not thought of that. It certainly has 

a logical tone to it. That is something to my knowledge 
that has not been thought about. 

COMMISSIONER GIBSON: Does it make any 
difference to you being under the superintendent of 
insurance? Is he sufficiently expert in respect to 
trust companies? 

MR. TAYLOR: He is entirely conversant with 
all phases of our operation. As Mr. Knowlton has said, 
Supervision is rather a continuing or annual thing 
and very putehanantied 

COMMISSIONER GIBSON: We have heard on all 
Sides that it is very good. 

MR. TAYLOR: I do not think to my knowledge 


that has been given the departmentalizing approach, as 
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you have suggested. 

COMMISSIONER GIBSON: I did not suggest it, 
I just tried it out on you. 

MR. FORTIN: If I may supplement what Mr. 
Taylor has said, the superintendent of insurance in 
Ottawa has quite a staff of able people and I can 
assure that in negotiating with him in respect to 
various requests one does not get by easily. This 
also applies to the Ontario superintendent of insurance 
and the registrar of trust corporations. When we 
are called into these offices we must prove our points. 
To my way of thinking they are very able people. I 
think personally that the addition of one or two 
more would really add nothing but a little more 
difficulty and a little more expense in the process. 

COMMISSIONER HARROLD: Is this not the only 
way you can get uniformity? That is by the provinces 
delegating more of the supervision to the federal 
authority? 

MR. BEAN: I think, Mr. Harrold, you wuld 
get uniformity as to operation and so on by having 
uniformity of the acts in all the provinces. I think 
you would get uniformity all right, but that does not 
do away with the other problem which Mr. Gibson has 
been discussing. That is the one of supervision. 

You would still be under multiple supervision and 
that sort of thing. You could achieve the first 
objective by having what we have been suggesting. 
If we could get at least that far we could operate 


under the same rules although the enforcement may be 
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done by several different badies. 

MR. FORTIN: I might say that there is a 
continuing sort of discussion as between supervising 
authorities. For example, you have a standing 
committee on return forms. Different accountants 
have different views as to how you should set these 
up. Periodically you get an amendment in respect 
to one, and then samebody upsets it the following year. 
Gradually we are getting uniformity for example as 
between the Ontario form of return and the Dominion 
form. They are not the same but they are getting 
very close. Since all of the major companies operating 
in Ontario, whether they are Quebec or Dominion 
corporations, attempt to cooperate and we are achieving 
slowly a measure of uniformity in supervision. This 
is not completely uniform but we are getting that way 
very slowly. It is a process of arguing out whether 
it should be done on this side, or done on that side, 
and it is getting to the poirt of being uniform. 

MR. BEAN: On this question of supervision 
I should point out that in respect to three of the 
provinces of which you are probably aware as a result 
of reading the briefs, the federal department does 
do the inspection and supervision on a delegated basis. 

COMMISSIONER BROWN: How is that division 
of responsibility or cooperation as between Quebec 
and the federal authorities? 

MR. BEAN: Perhaps Mr. Hodgson would speak 
to that? 


MR. HODGSON: As far as the report is con- 
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cerned, the information which is supplied to Ontario 
is almost exactly the same as that provided to the 
province of Quebec. ; 

MR. FORTIN: Perhaps it should be pointed 
out that there is a general understanding that, the 
superintendent will accept the inspection by the 
superintendent or registrar of the provinces. In 
other words, the Ontario superintendent does not have 
to supervise the Dominion incorporated companies as 
a result of an arrangement, if he is satisfied with 
the quality of the inspection. He accepts the 
inspection of the other jurisdiction. The Dominion 
in part does likewise. There is a close relationship 
in this respect. 

THE CHAIRMAN: There are regular meetings, 
are there of the superintendents of insurance throughout 
the country? 

MR. FORTIN: Yes, but the Dominionsuperintendent 
does not attend as a rule. 

THE CHAIRMAN: Well, the purpose of the 
meetings, as I recall it, is to work toward some 
uniformity, but one of the great problems is to 
persuade some of ~ legislatures to make the changes 
that are recommended. One of the great difficulties 

4s that reference to the extension of investment powers, 
as I recall it, because in some provinces there are 
legislatures which regard such proposals with great 
suspicion and in others there Seems to be less concern 
about it, and ae are more in favour of extending 


the powers. 
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MR. FORTIN: The same thing applies, Mr. 

Chairman, in other areas of supervision. I refer 
to the matter of uniformity of eécbhat ing in public 
accounts, and the uniformity of return in municipal 
financing. There are continuing committees operating 
through the Bureau of Statistics which have been 
working for years trying to get all the provinces 
reporting public accounts in the same way. The officials 
acting on these committees have run into some aiffi- 
culties with their own legislatures and it is a long 
process to implement any change in these returns. 

THE CHAIRMAN: The laws with respect to 
trustee investments are for the most part general. 
They do not apply to companies, but only apply to 
individual trustees, and the legislatures are somewhat 
reluctant to give to kus corporations my powers 
that they would hesitate to give to individual 
trustees? 


MR. FORTIN: Yes. 
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COMMISSIONER LEMAN: In trying to understand 
what the consensus is, Mr. Chairman, I got the impressio 
from the brief that the members of the Association were 
quite unhappy with a lot of the diversity of jurisdiction, 
and yet this morning I gather that they say, well, 
it is the best thing that could happen and we are 
rather happy with it. Is that about it? 

MR. BEAN: I think that the brief attempted 
to point out that we are unhavpy with the diversity 
of the rules under which we operate, but I don't think 
there is too much tendency to this so far as the 
supervision itself is concerned, we think that some 
steps should be taken somehow to achieve a greater 
uniformity of legislation affecting the rules under 
which we operate. 

So far the actual multiple jurisdiction as 
far as supervision is concerned hasn't been a very 


great burden because, as Mr. Fortin pointed out, in 


wafaechrord 


most cases one jurisdiction accepts the expansion of 
the other, but as far as operations are concerned it 
is a difficult thing to operate under a different rule. 
COMMISSIONER GIBSON: On page 3 of your brief 
there is a list of the provinces that have special 
trust companies acts; seven out of the ten have 
Special acts. Now, I guess it is the first appendix, 
IT am sorry. Are you satisfied with these acts and 
the regulations, that they reasonably protect the 
public and. provide for the rules, and so on and so 
forth? 


MR. BEAN: I think the answer to that, Mr. Gibsqn, 
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is reasonably, yes. I think there could be --- 

COMMISSIONER GIBSON: Some of them are better 
than others? 

MR. BENA: Yes, the Ontario Act and the 
Federal Act are very similar; aside from a few minor 
differences they are alike as two peas in a pod. Some 
of the other provinces are different and the degree of 
enforcing is different. 

THE CHAIRMAN: Are there differences both 
in respect to the estate trusts and agencies part of 
the business as well as the different provisions as 
to reserves, and so on? 

MR. HODGSON: Some provincial legislations 
have nothing to say about a lot of things, and the 
Dominicn Ontario or the Alberta Act, which was copied 


from the Ontario Act, is silent on the point. If it 
hy 
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is a trust you must cenfirm the trustee legislation 
of the provinces, which is a different matter than the. 
Trust Companies Act. As a company guaranteed account 
there is no uniformity, and if you are operating in 
Saskatchewan you have to keep an eye out for this 
particular provision, recognizing that those applying 
to Manitoba may be different; that what would be 
helpful would be uniform legislation irrespective of 
the body that supervises or enforces. 

T think you should have uniform rules as 
to what a trust company can or cannot do as to BORN 
things as liquidity reserves and method of operation, 
and generally it doesn't matter whether those with 


Dominion charter are accepted by Ottawa, and those made 
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by Manitoba by Ottawa also because of an arrangement 
with Manitoba, and those in British Columbia by the 
British Cohumbia authorities, and if the rules are 

all the same, seeing to it that the rules are observed 
doesn't matter, does it? 

THE CHAIRMAN: From what you say I would think 
it could be more important to have uniformity as to 
the guarantee account than it would be on the trust 
and agency business? 

MR. HODGSON: Except, Mr. Chairman, that 
Since the bulk of the trust companies business is 
trustee business and the different trustee acts present 
considerable difficulty. 

THE CHAIRMAN: It seems to me that considerable 
difficulties would arise where there are different 
provisions as to reserves as against your guaranteed 
account business? 

MR. HODGSON: Which, of course, is also a 
trust. 

THE CHAIRMAN: Well, is it a trust? 

MR. HODGSON: I believe so, sir; it has been 
so held by various facilities and certainly the Ontario 
Act says that they are deemed to be trusts. 

MR. BEAN: I think that is substantially true; 
it is more important from an operating standpoint that 
that portion which deals with what we call guaranteed 
accounts have more uniformity than the others. 

THE CHATRMAN: The guaranteed account is really 
the deposit business, isn't it? 


MR. BEAN: That is right. 
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THE CHAIRMAN: Is that any different from 
banking deposits? 

MR, BEAN: It is certainly different as far 
as --- from the technical standpoint; in our industry 
they are called trust deposits and are received in trust. 

THE CHAIRMAN: You call them trust deposits, 
but what is the difference in the actual working of 
them? 

MR. BEAN: We don't own the assets, and so on, 
but from a practical standpoint it amounts to the fact 
that we receive the money and invest it. I think there 
is a difference between doing that and doing what the 
chartered bank does, but the experts will have to figure 
that out, 

THE CHAIRMAN: I don't know whether we can 
decide that problem; I am just interested in this and 
somebody else may have some questions about it later. 

COMMISSIONER LEMAN: What puts it in the. 
jurisdiction of one province or another? Is it where 
the trust is or where the trustee is located; what is 
the status of this? 

MR. BENSON: Where the trust is performed, 

I think that is it. 

COMMISSIONER LEMAN: It depends on where your 
branch is. Suppose that you have a Quebec trust company 
and a branch in another province; where will the trust 
be? 

MR. BENSON: If it performs a trust in the 
other province, that will be the jurisdiction of the 


parties. The question of an investment, for example, 
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would be governed by the trustee of that province. 

This question of legislative regulation is 
really the same, so far as control of the companies 
is concerned, by inspection, returns, examination, 
and they examine all assets and whether the requirement 
of the legislation is satisfied as to the earmarking 
of the assets and whether they are guaranteed or individual 
trusts and whether the investment authority of the 
province is complied with. There is no distinction 
between each particular function we are performing 
so far as that kind of regulation is concerned. The 
only difference in the provincial legislation in this 
respect is that two provinces have no such regulation 
at all. 

On the other question of insuring the solvency 
of these companies, the only main difference again is 
that the two other provinces have no particular 
legislation with respect as to how the companies may 
invest their own capital. The only difference it makes 
in so far as one function or another is concerned is 
that in the estate trust and agency business you are 
concerned with their investment powers, which are a 
matter of provincial law. 

COMMISSIONER LEMAN: You have the things which 
you refer to as poninwcbaeei trusts? 

MR. BENSON: Yes. 

COMMISSIONER LEMAN: Is their status quite 
clear? 

MR. BENSON: Where they are performed, where 


you perform the trust. 
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COMMISSIONER GIBSON: Mr. Fortin, when you 
were talking about the importance of uniformity, 
of having rules, this is a pretty clear-point,; but 
surely there must be some difference in the quality 
of administration and the extent and effectiveness 
of enforcing, and you have eight different jurisdictions 
performing the same basic function; is that not a 
matter of importance throughout? 

MR. FORTIN: The point I was trying to make, 
Commissioner Gibson, is that the Province of Ontario 
and the Dominion are the strongest because most of 
your trust companies, irrespective of the status of 
their incorporation,operate in Ontario and you do have 
strong supervision. There are some companies ene may 
be operating in another province where the supervision 
may be nominal, but taking the busiress as a whole --- 

COMMISSIONER GIBSON: This is not possible, 
is. 1G? 

MN) + PORPINS? Yes,“it™ts. 

COMMISSIONER GIBSON: They are not all operating 
in Ontario? 

MR, FORTIN: But the big part of the business 
is there. If you take Quebec and Ontario and the 
Dominion corporations you have by far the bulk of the 
trust company busiress in Canada, but there are some 

on the outside. 

COMMISSIONER GIBSON: Are you concerned about 
some of the other administration? 

MR. FORTIN: Sometimes it is a little annoying, 


they do some things we don't like, but by and by it seems 
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to straighten out. If you have uniformity of 
legislation, in respect of the legislation, that in 
effect it wouldn't matter whether the supervision is 
carried out by the province or the Dominion. 

COMMISSIONER GIBSON: Provided the supervision 
is all right? 

MR .. FORTIN... %es. 

COMMISSIONER BROWN: Could I ask. a question 
for clarification on one point. There are two things 
involved here; there is the Trust Companies /Ct for 
the various provinces and there are the trustee acts 
of the various provinces. Is the first stage the 
uniformity of the trust companies acts or are you 
seeking uniformity of both series of acts? 

MR. FORTIN: Both. 

COMMISSIONER BROWN: Which is the more 
important or more practical, shall we say; uniformity 
of the Trust Companies Act or is ----- 

MR. BENSON; It is tne more important from 
the standpoint of the protection of the public, which 
I think is Mr. Gibson's thought. .The adequate 
regulation, examination and supervision would be a 
matter of the trust companies! legislation. 

THE CHAIRMAN: But the question of trustee 
investments is under the Trustee Act; they are not 
affected by any of the companies! legislation? 

MR. FORTIN: They have to live up to that. 

THE CHAIRMAN: I have a few questions I would 
like to ask with reference to estates, trust and 


agents. 
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I see by paragraph 1 of your brief that the 
23 companies represented by your association administer 
assets of approximately $9.7 billion, made up of 
$185.6 million in company funds, $1,419 million on 
guaranteed account and $3,142.9 million in estates, 
trusts and agencies. 

As to the amount that is comprised in the 
estates, trusts and agencies' business, what sort of 
valuation have you used in arriving at that figure? 

Do you take the book value as of a certain date or 
the market value in some cases? Generally, how do you 
go about it? 

MR, BEAN: I think that Mr. Benson can answr 
that batter than anybody else.’ I don't. know the answer 
as well as he does, but basically --- 

THE CHAIRMAN: Can you say anything ina 
general way? 

MR, BEAN: I heard somebody whisper, "All 
sorts of values". I think in effect that most 
companies use the original price or value at the time 
under which they undertook administration of that 
particular asset. 

THE CHAIRMAN: On the date of probate? 

MR. BEAN: Yes, and when you establish the 
trust in a living trust, and so on. If there is 
a uniform practice, I think that is probably it. 

THE CHAIRMAN: So that the present day value 
of a great many of these assets may be very much greater 
than as indicated by this figure? 


MR. BEN: I think that is undoubtedly correct, 
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Mr. Chairman. 

THE CHAIRMAN: Maybe twice as much or very 
much more? 

MR. BEAN: I think that is an area in which 
the survey which is being made --- 

THE CHATRMAN: We are interested in a general 
way in view of the magnitude of this sort of business 
and the magnitude of the sums which are under your 
control. 

MR. BEAN: Undoubtedly it is substantially 
greater; whether it is as much as twice as much, I 
would doubt it. 

THE CHATRMAN: Now, with reference to the 
agency, the trusts agency portion of the business, 

I suppose the greatest consideration is that of 
security, is it not, security to the setting trust? 
You are not concerned too much with the problem of 
liquidity in that aspect of the business? 

MR, BEAN: JI think as we tried to point out 
in the brief it is almost impossible to apply -- to 
Say that any one factor is SaGS0dn oes can be applied 
to all or substantially all of that account. | 

THE CHAIRMAN: Yes, but then when you look 
at the sort of business that is carried on under that 
branch of your industry, you take over certain assets 
on the death of a person, for instance, and it is true that 

you may have to dispose of some of these assets in 
order to pay succession duties and other debts that 
have to be paid from time to time, but from that time 


on your functions are of a long-term nature; the trust 
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is one that carries on for a number of years, so that 
you are not concerned so much with having a high 
degree of liquidity as you would be with your guaranteed 
funds? 

MR. BEAN: That is undoubtedly correct. 

THE CHAIRMAN: So, in that respect it is quite 
a different type of busiress and it is a different type 
of business than the banking busiress and in many 
respects it is a different type of business from that 
of the insurance companies. 

TIT notice the figures given as to the.growth 
of this business, the growth of the funds administered 
by trust companies, and I have some figures here which 
I believe came from the Bank of Canada. I don't know 
whether you have this statement which was supplied to 
us, but it shows the assets and liabilities of 17 
companies as of December 31 from 1951 to 1960, and 
it appears that the rate of growth has been somewhat 
erratic. It was 3 per cent in 1951 and in 1952 it 
was 4 per cent, and then 2 per cent, and in 1954 it 
suddenly went up to a 34 per.cent increase, and then 
it went down to 13 per cent and 4 per cent and 5 per 
cent, and in 1958 it was 24 per cent and in 1960 21 
per cent. These are the assets; I aes if you could 
tell us anything about that. Does that indicate anythin 
peculiar to your business in any way? 

MR. BEAN: Are you referring, may I ask, 
to the estates trust agency business alone or all 
these under "administration"? 


THE CHAIRMAN: I am sorry, I didn't hear you. 
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MR. BEAN: Was your reference to the estates 
trust or the agency business alone? 

THE CHAIRMAN: No, this is just the estate 
trust agency business. 

COMMISSIONER GIBSON: These are company assets, 
these are not the administered funds. 

THE CHATRMAN: I am sorry, I am advised that 
I have in my hand the wrong set of figures, but there 
is a similar variation in the asset trust figures? 

MR, BEAN: Actually, the over-all growth, 
and so on, is quite an even pattern if you look at 
chart 1 and 2 in Appendix 2. 

THE CHATRMAN: I was reading from the top 
line and it is in the bottom line. It is not quite 
as erratic as the progress of the business as a whole. 
In the funds administered by the trust companies, 
the rate of increase was 5 per cent, 4 per cent, 4 
per cent, 7 per cent, 7 per cent, 8 per cent , 10 per 
cent, 14 per cent, 10 per cenu and 7 per cent, so the 
same thing might apply to this type of investments 


as to the business as a whole? 
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But there are wide changes, and it is not a steady 
dvoerdsatort up. It goes up and down. What would be 
some of the reasons for that sort of development? 

MR. BEAN: Those figures, I think, must be almost 
all in guarantee accounts -- those variations; looking 
at the figures for estates, funds and agencies, the 
progression is relatively uniform. Looking at the 
over-all figure for the business as a whole, which is 


shown in Appendix 2, which is a study by Western University 


THE CHAIRMAN: In the study? 

WR, BEAN: Yes, Chart 1 and 2 -- it follows 
page 130, the second sheet beyond it: The rate of 
increase looks more regular than it does for the insurance 
companies or for many of the other financial companies 
in Canada. 

THE CHAIRMAN: Is that shown on the chart? 

MR. BEAN: Yes. You will see, Looking at 
the charts, it is a much more uniform -- appears to be 
more uniform than for most other financial institutions 
in the country. 

THE CHAIRMAN: Yes. There was quite a steep 
rise just before 1950, and a levelling off, and a little 
more gradual increase to 1960. That applies only to 
the assets under administration? 

MR. BEAN: That includes the total business. 
That includes the estates, trusts and agencies and 
the guaranty uccounts. 

THE CHAIRMAN: In 1952 there was 2 per cent 


growth and in 1958 a 12.6 per cent growth: It is in the 
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1 Appendix. However, you might get it more definitely 

2 in a few minutes. 

3 COMMISSIONER BROWN: Mr. Chairman, perhaps 

4 we could refer to page 21 of the brief: There are 

5 some. comparative figures in paragraph 157, and it 

6 would appear from. those that. in the first half of the 

7 last decade the trust companies rather lagged behind 

8 the banks, the life insurance, the mortgage companies 

9 and the fire and casualty companies. In the second 
half of the decade their rate of growth was faster 

than those other institutions relative to the total. 

I wonder if anybody has some comments as to the reasons 
that caused this change? Was it better advertising, 
public relations, a drive to attract savings? What 
were the factors -- or, was it people dying and leaving 
large estates for administration purposes? 

MR. BENSON: . Certainly in the estates, trusts 
and agency field it is a reflection of the growing 
wealth of the community and changes in dollar values, 
of course; but. there is nothing that keeps that stable 
because rates of mortality vary too. However, the 
biggest factor would be changes in the wealth of the 
community and changes in dollar values. 

MR. PEMBROKE: May I suggest, Mr. Commissioner, 
that in part the growth in the last period you named 
is an influx of pension funds into trust companies which 
did not exist in the earlier years. They now represent 
avery substantial asset under trust administration. 

THE CHATRMAN: The figures in reference to the 


assets under administration are on page 22 of your brief 
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1 MR. BEAN: Yes. 
2 THE CHAIRMAN: What steps are the trust companies 
3 able to take to influence the volume of funds that are 


4 brought to them for administration? No doubt you 


5 advertise in a very professional way. 

6 MR. BEAN: TI think probably one of the 

7 greatest ways of getting new business in all trust 

8 companies, Mr. Chairman, has been the gradual enlarge- 
9 ment of the circle of people who have experienced trust 


company administration. Certainly, I think it applies 
to our own company, and I think it applies to all 
companies, that as this circle grows it automatically 
brings back a great deal of business. Inevitably we 
find that by far the greatest part of our new business 
comes from people who had an association either as a 
beneficiary in an estate or in a trust and that sort 
of thing, coming back to us. So, there is the growth 
itself and the ever widening group of people affected 
by the industry through the large number of trustors, 
and so on, and beneficiaries, and that in itself brings 
greater growth as we go along. Undoubtedly, all the 
companies make substantial efforts to develop entirely 
new business outside that circle. All companies have 
new-business departments and do a certain amount of 
solicitation and that sort of thing. I think by 

far the greatest factor in the growth of the trust 
company business has been this ever-widening circle 

of people who have experienced the administration d 
trust companies. 


THE CHAIRMAN: And your main object, of course, 
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is to make sure that the capital which you receive 
for administration is maintained and kept secure? 

MR. BEAN: Yes, that is right, Mr. Chairman; 
the fundamental thing is that --- 

THE CHAIRMAN: The fundamental trust company 
business? 

MR. BEAN: Yes. 

THE CHATRMAN: Well, where the trust instrument 
permits considerable latitude in investment, what is 
your position under those circumstances? Suppose the 
trust instrument provides that you are not to be 
restricted at all in your investments: Then, how do 
you interpret that sort of thing? 

MR. BEAN: As you know, Mr. Chairman, we are 
Still subject, irrespective of the latitude given to 
us in a trust document or will, to what is called the 
prudent man rule. We must do things which in the ordin 
course of events would be termed prudent. 

THE CHATRMAN: Yes, Lut some people consider 
it prudent to invest only in gilt-edged securities, 
and others think there is prudence in investing in 
common stocks of various kinds. If you had wide open 
powers to what extent would you exercise them? 

MR. BEAN: Certainly, I think in modern 
administration one of the main reasons for suggesting 
to testators that they put discretionary powers in 
wills is to permit the executor to do that sort of thing. 

THE CHATRMAN: I was wondering to what extent 
you act upon it? 


MR. BEAN: In those cases there are quite often 
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a large element of common stocks administered in estates 
and trusts -- particularly trusts, but also in estates. 

THE CHAIRMAN: You do engage in common stock 
investment if you have tle power to do so? 

MR, BEAN: Yes. 

THE CHAIRMAN: Sometimes in quite a substantial 


way? 


MR. BEAN: In larger estates, quite substantial. 

THE CHATRMAN: So that if the powers were 
extended you would be prepared to take the risk of 
exercising those powers even thea you might face the 
real possibility of a loss? 

MR. BEAN: Yes, and that has been done -- as 
you suggest, it has been done in cases where we have 
the discretion now, and undoubtedly it will be done in 
other cases as well. 

MR. PEMBROKE: May I supplement that, Mr. 
Chairman? 

THE CHAIRMAN: Yes. 

MR. PEMBROKE: The essence of our trust 
business is that every individual estate, every trust, 
must be dealt with individually. So that even though 
one may have exactly the same investment powers in 
two trusts, the requirements of those trusts may be 
entirely different. In one case there may be an 
urgent necessity for immediate income return, and in 
another trust there may be less pressing need for that 
return, so that the trust might be able, shall I say, 
to accumulate for the benefit of eventual beneficiaries - 


not perhaps in the present or the next generation. Those 
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are considerations that we have to take into account 
in determining the investment policy, regardless of 
what our powers are, 
THE CHAIRMAN: Have you any rule-of-thumb 
you apply where you are given unrestricted powers? 
MR. PEMBROKE: No,.sir. 
THE CHAIRMAN: I mean as to. the maximum amount 
of common stock that you would buy? 
MR. PEMBROKE: In so far as my own company 
is concerned, the answer must be, "No, sir", because 
of what I said to. begin with, that each individual 
account has to be dealt with separately. 
THE CHAIRMAN: .It is conceivable that in 
some accounts you might put it all into common stock? 
MR. PEMBROKE: I can hardly imagine it coming 
within the prudent rule theory. 
THE CHAIRMAN: That depends on the circumstanceg. 
MR. BENSON: If I could illustrate Mr. Pembroke's 
emphasis on this individualit:’. one of our investment 
men suggested to me a list of questions which arise 
in dealing with any. individual trust: 
Who is the, life tenant? 
What is his or her age? 
How important is income? 
Is there power to encroach on capital? 
What is the life tenant's approximate 
top bracket for income tax? 
Who are the residuary beneficiaries? 
What are their ages? 


When is capital distributed? 
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Are all interests vested? 

Have we a co-trustee and what views 

has he expressed? 

Are there tax requirements now or 

in the near future? 
All these factors make it simply impossible 
to have what might be called a rule-of-thumb. 

THE CHAIRMAN: Yes, but I was womering if 
there was a feeling that you really had in mind that 
under no circumstances would you put more than a certain 
percentage in common stocks, as an example? 

MR. PEMBROEK: May I suggest again, there is 
no rule-of-thumb primarily because we have, as investors 
for estates and trusts, to watch what is developing 
in the market, particularly so far as longer trends 
are concerned. So, although at one stage we may have 
avery substantial investment in stocks it may be 
desirable to reduce that and go into bonds at one 
particular phase in the market. 

MR, FARIBAULT: May I add that also depends 
on the nature of the property we get in the beginning. 

THE CHAIRMAN: If you get property that consist 
entirely of gilt-edged securities, would you hesitate 
before you put that into securities of not quite the 
Same soundness? 

MR, FARIBAULT: I would say yes, generally 
Speaking; but it is also a question of the size of 
the estate. 

THE CHAIRMAN: Yes, I understand. There aud 


many factors. 
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COMMISSIONER LEMAN: Do you mean even if the 
trustee is given all powers and if he receives an 
estate of a certain character he will tend to preserve 
the general character of the distribution of property 
in that estate? 

MR. FARIBAULT: Not necessarily, but he will 
certainly hesitant to dispose of the property and the 
stock on a given ideal distribution of the stock. He 
will take into account all the circumstances. He has 
not prejudice of the stock. I think this is the 
statement -- it is an open mind all the time, and the 
circumstances and the interests of the beneficiaries 
are paramount. 

COMMISSIONER MacKEEN: When you were making 
a drastic change, say, from all bonds to a proportion 
of equity stock, wouldn't you be inclined to discuss 
that with the beneficiary before making such a change 
and possibly getting their concurrence? 

MR. FARIBAULT: Again, it is a question where 
it is very often preferable not to discuss it with the 
beneficiaries; or, sometimes it is better. It depends 
who the beneficiaries are. If it is a widow, sometimes 
we would prefer to discuss it with her because there 
are minor children. Another case we prefer not to 
discuss it with her because we have appointed precisely 
for that purpose. 

THE CHAIRMAN: How do you know you have been 
appointed for that purpose? 

MR, FARIBAULT: Generally speaking, the testato 


has talked to us. 
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THE CHAIRMAN: You mentioned the drawbacks 
attendant upon appointing individuals as co-trustees. 
That appears at paragraph 2.06 of the brief. I aye a 
stand that your general preference is against having 
a co-trustee and I wondered just what the main reasons 
would be. I understand that the co-trustee shares 
the costs on some basis, shares oe fees on some 
basis, but aside from that you mentioned ER een co- 
trustee might be absent at a time when you need his 
signature et cetera to carry ae a transaction and 
a certain amount of time is lost. What are the major 
drawbacks? | 

MR. BENSON: I think the summary at the 
top of page 36 of the brief covers it as well as I can, 
that apart from problems of delay the trustee's own: 
viewpoint may neutralize the trust company's judgment... 
Thia. is the responsibility of the Nery however, and 
if he wants to give equal reliance to the judgment 
of an individual whose judgment may change with the 
years, that is his responsibility. 

We only feel that it is necessary to 
point out that there could be disadvantages and 
that. is as far as we go.in the Reeve Le 
the appointment of a co-trustee were proposed we 
would raise no objection to it at all, but we would 
point out that each trustee would have full responsibility 
for what was decided. 

THE CHAIRMAN: You say that the testator 
appointed the trust company because of his confidence 


in their organization and investment judgment. Is, that 
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always necessarily the motive? 

MR. BENSON: It seems to be from itd 
indications we can get. That, of course, applies to 
permanence and financial chicka thentier 

THE CHAIRMAN: Then, there must be some 
motive for appointing an individual. May it not be 
this, that the testator has an individual in mind, 

a relative or personal friend whom he has confidence 

in and he knows non the trust company's staff ieee 
from time to time, he does not know who will be handlin 
his business in the next ten years, and for that 

reason he wants somebody whom he knows as a co- 
trustee? Is not that the usual motive for appointing 
a co-trustee? 

MR. BENSON: I think it is, yes, and very 
naturally. 

THE CHAIRMAN: It is true they can veto 
any decision and it might be that the law is in such 
a state that it does create practical difficulties 
of administration ae could be possibly changed 
by an amendment but, nevertheless, a co-trustee is 
something that is in the minds of many people as 
being a very important appointment. Is there anything 
further? 

MR, HODGSON: I would like to add to this, 
sir, perhaps the words and the provisions would lead one 
to misunderstand the approach and there probably is 
a difference of opinion among trust companies in this 
particular matter. 


In our Own company we welcome a co-trustee 
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Terente, Ontario 
either in the nature of the widow or a friend of the 
deceased testator on the basis that while a trust 
company is working through persons, nevertheless there 
is this impersonality of the corporation. We recogniz 
ali the problems that come to mind through having a 
co-trustee work with the company, but, generally speaki 
we have found that the advantages perhaps outweigh 
the disadvantages; in other words, the ability and 
advantage of speaking to and talking to the ed 
executor or executriz who might be thereby able to 
understand the reasons for the approach. 

Normally, I think also I expect that the 
testator appointed the trust company for its professional 
competence, but I think most people would also like 
to feel that their beneficiaries had some opportunity 
to discuss things a~ pit. Not that my estate is any 
size, but my wife is a co-executor and I EhAHR it is 
a good thing from that point of view for the purpose 
of having her made aware of wnat is going on. But 
there are certainly very few problems of administration. 
Situations can arise where this might be burdensome 
and difficult and the provision of sharing in the 
trustee's fee obviously the company is going to do 
most of the work and that is why it was appointed. 

THE CHAIRMAN: Well, one of the main 
reasons, I suppose, or one of the reasons for appointing 
a trust company is that euE company has facilittes and 
investment opinions within its staff and a great 
many facilities to offer whereas the individual alone 


might be completely lost? 
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1 MR. BEAN: I think, as Mr. Hodgson suggests 
2 there is a wide variation of opinion amongst the variou 
3 companies as to the pros and cons of this matter. Fro 
4 a practical point of view, from a dollar and cents 
5 point.of, view it is going to increase our costs to 
6 have a co-executor and our fee is decreased at the 
4 Same time, so in that area we would prefer not to 
8 have a co-trustee. But there are many cases in which 
9 a company recommends co-trustees. 
10 COMMISSIONER LEMAN: We can hardly hear 
11 you. 
12 MR. BEAN: From a straight dollar and 
13 cents point of view the incentive for appointing a 
14 co-trustee on our part 1s very great. Mr. Hodgson 


15 mentioned that in the event of having his wife as 
16 a co-executor she would then be fully informed on 
17 what occurs in the estate, but I think that would 


18 happen in any event. I think all companies would 


19 keep the widows informed as *o what goes on. There 
20 may be cases where it would not be the same as others, 
1 but I think in many cases the company executor does 

22 do that, There are cases where a co-executor 


23 certainly is desirable. 


24 THE CHAIRMAN: As to the costs of trust 
25 company service, the fees charged by trust companies, 
6 of course those matters are all subject to certain 


27 controls either by the courts or by specific legislation 
28 in this part of the business so that if you want to 
29 Charge more than you have done in the past you are 


30 pretty well restricted from doing so. Is that generally 
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the case across the country? 

MR. BEAN: Oh yes, that is right, Mr. 
Chairman. 

THE CHAIRMAN; Could you say something abou 
what factors are taken into consideration in fixing 
the costs for the services you render? Is there 
much competition between companies by offering 
services at a slightly less cost at different times, 
et cetera, or are the costs fairly uniform across 
the board? 

MR. BEAN: Mr. Chairman, I would suggest 
that the costs tend to be similar. 

THE CHAIRMAN: When I say, "costs" I perhaps 
should have said fees or charges. | 

MR. BEAN: But there is certainly a variety 
of charges made and it is an area in which there is 
certainly competition between companies. 

THE CHAIRMAN: And Sometimes one company 
will offer services at a Sligntly less cost than another 

MR. BEAN: That is correct. 

THE CHAIRMAN; It is not an unusual thing? 

MR. BEANs No, 

COMMISSIONER MacKEEN: That would apply 
especially on pension funds, Mr. Bean, would it not, 
that there is more competition? 

MR. BEAN: I think, Mr. MacKeen, it probably 
applies almost everywhere. There is a certain amount 
of price competition although I think basically the 
real competition is in the services rendered and the 


particular capacity of a company to do a particular job 
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and sold on that basis, but undoubtedly there is some 
price competition as well. 

THE CHATRMBNs So that you do offer service 
at Sree te reduced costs and that would indicate that 
you are accepting less than what might be described 
as the legal maximum? 


MR. BEAN: I think we were thinking primaril 


r 


in the answer of the areas in which other than those 
Subject to surogate court fees were concerned, and 
that sort of thing. I say that particularly on agency 
accounts, pension accounts, and that type of thing. 
THE CHAIRMAN; Is it subject to any 
eeiling? 
MR. BEAN: Subject to agreement between 
the two parties, that is all. 
THE CHAIRMAN: That sort of business is 

not subject to any legislation or subject to the courts? 
MR. BEAN: No, ve is no legislation. 
THE CHAIRMAN: In any of the provinces? 

MR. BEAN: I believe so. 

THE CHAIRMAN: TI notice in paragraph 2.14 
of the brief it is indicated that in Quebec the use 
of a living trust is restricted. Can you elaborate 
on phat? 

MR. BEAN: I wonder if I could ask Mr. 
Faribault.to speak on that one. 

MR. FARIBAULT: I would say, Mr. Chairman, 
that the living trust in Quebec is restricted because 
it would ed considered by Belk courts to be an agency. 


The moment the settlor would reserve unto himself any 
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benefit, and it could not be a gift, a transfer of 
property would be considered as a transfer of property 
for the purpose of performing an agency and the main 
provision Br une Quebec law in that respect is that 
aman who is capable and able to dispose of property 
may do s0 by gift or by will in favour of oo RAS. 
Unless you fall within that category of gift or will 
the courts would construe that as a mere agency. 

Hifa's causes you to lose the many Hetbrites 
of the living trust as constituted in the other provinces. 
On the other hand, you can get “in the province of. 
Quebec a very good protection for spendthrifts by 
having a trust company appointed as a financial 
advisor at his own request which is something which 
I understand is not done in the other provinces. This 
aha be the case where there would be a’ definite 
advantage. In the other cases it would always fall 
back within the category of the agency. 

COMMISSIONER LEMaAN: But in the other 
provinces to create a living trust, must there be 
a transfer of property vested to the trustee? 

MR. FARIBAULT: I think that should happen 
but the transfer of property must represent something - 
either a gift or something. 

I would not presume to say anything about 
the common law of the province. I think you dik 
have what they call a declaration of trust for gifts 
erick is not known in the province of Quebec. This 
is rather an intricate point in civil law, but the 


principle is that you can have no trust for the settlor. 


“to aotanend 5 atts. . od 3 


| 

Be | i r ' e 
: witsgora to retansit s as exebt ado. a om as 

, 


‘alti to ee od ard@ pee eidsqso ee 
wanes to suovelt mt Iflftw yd to JtES vd og Ob yvsm 
Llitw £0 Sits to yrogedss awe oidtiw [fst voy eselav 

-yoneas stem s as gadd suartenoo BLOW adryoo end 


adi tered UO BNt att eaol od VOY eeavso etAT 


ab ontvord forgo sag at beduditenoo es vauty antvel ond to 


r to sontvorg ant mi. ves aso poy .basd «sddo sd nd 
Fe + yd adltinddbasge stot noLdosdotg boos yIsv s osdaugd 
ae ; Istonsalit g es bedatogqs yasgqmoo tauyt s antved 
L cdot cw sonia al dotdw teeupet awo afd gs togivbs 


ae 
4 
Ke a tdT -29onfvorg tedvo sat AE saob ton ef bastershaw T 
si : ; 
eviniish’s sd bivow stedt etentw saso ent od blyow 
[Ist ayswis bluow df esess ternto oft at oSgscdasvbs 


-Yonsgs edd to yrousdso edd atntdiw vosd 


tendo eft at tu@ eWaMed ANMOTS2TMMOD 


ed event teum .dewrd gmtvil s sisers od esoontvorg | 


festaurd ends od besasv vireqorg to rstansrd s 


meqgsd oblvuodea tedd anted I sTMIUASTAHAT . AM 


ae gr iddsnmoa dneasiqer teum ysreqorg ‘to tetanstd edd dud 
-adiddvemoa to tits s tedits 
tuods ganiddyuas vsa od emiuestq gon biluyow I 


biuoo yoy Matt I .sentvorgq ont Yo wel mommoo odd 


avifg tot tgeurs to notdsrsloeb ¢ If go yen? Sect sven 


a i ; . 
“a eidT  .osdenP to sontveng sift nt. awonw gon at Hotdw 


rl 
a 


— t. 


‘@ | soLdtee rtd sol teund om eved nso voy tedd - t obgtontag | 


‘1 


Fe) | | 
) “ edd dud .wal Itvto mt tatog stsofrinl as tedist at — 


Nethercut & Young sm 33 14 ae 


Terente, Ontaric 


For the gift to be valid he has got to eee himself 
of the full ownership in this. He does reserve some- 
thing and the reserve is something which is not within 
the trust but outside the trust. 

I understand that in the common law province's 
you consider the reserve as within the trust and so 
you can have no onerous trust, that is to gay, a 
trust constituted for a consideration by onerous title. 
So here the. restrictions are built in the law and I 
think that the words of the Privy Council are very 
much to the point, that the law on trust is not in 
aid of the province of Quebec and that you have to 
take the statute on trusts as it was enacted and make 
it work with the other principles. 

THE CHAIRMAN: In using the words "living 
trust" in the brief living trusts would include 
agency trusts and some other trusts, would it? 

MR. BENSON: We start it apart altogether 
from agencies where a principal keeps control over 
the property. 

THE CHAIRMAN: It is a living trust where 
there is a settlement? 

MR. BENSON: It has started with the 
property eae is vested in us and there is no control 
at all. 

THE CHAIRMAN: He has no control at all? 

MR. BENSON: No. 

THE CHAIRMAN: We will now adjourn for 
a ten minute break. 


(At this point a short recess was taken.) 
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THE CHAIRMAN: We will now resume’ 

Coming to the question of AT eRER RT Ae ae 
ment; it is perfectly obvious, I suppose, that where 
investments are restricted by statute there is very 
limited room ti Bie bnbtet of investments, but in 
cases where the restrictions are listed aitien by 
will or have been reduced by legislation, I woulda 
like to hear something about investment management 
policy. Where assets are free of legal restrictions 
or in part free of legal sobtets iene what steps 
are taken by trust companies to determine the sort 
of investments they will make? 

MR. BEAN: Mr. Chairman, I’ wonder if Mr. 
Hodgson might speak to eat point? I presume you 
are referring initially to the procedures that are 
followed? 

THE CHAIRMAN: Yes, I would like a general 
picture, perhaps in some detail, of the methods sed 
and ae general practice as to how you determine the 
program of investment. I suppose it would be for 
each particular trust, and it would be different in 
each case3 a4 is the types of investment would be 
different, but the procedure would probably be 
applicable in all cases. 

MR. HODGSON: Well, it is true, sir, that 
each trust is viewed as to its own particular and 
peculiar requirements. Mr. Benson mentioned a list 
of — items that would be considered by the investment 
officer to whom this particular account had been 


given. 
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The investment officer is fully aware 
of the terms and conditions of the instrument and 
in all aspects of those points that Mr. Benson made. 
He then will draw up in hie Sree & dedirabike set 
ef recommenda tions as to the change 308 the assets 
which have been Paces to nim, and the determination 
of what he will buy, or what he will recommend will 
be largely determined by these conditions; income 
or perhaps discount bonds peareners on the circumstance 
of ina instrument. 

The investment officer is supported in 
our company by a large research and siete section 
which produces and conatently. keeps up to date informatiion 
on securities in the markets. When a recommendation 
has been made by an investment officer these recom- 
mendations are considered by an investment committee 
which again in our company consists of the senior 
officers, and the decisions or the recommendations 
that have been made are then discussed as well as 
the reason for them, and changes either made or 
acceptance given to the recommendations. 

In an investment department in addition to 
the research and analysis group there are various 
other adjuncts; evaluation sections and a trading 
operation ‘inate constant check is kept of the current 
position in the markets and that is where the actual 
orders to buy or sell are put through. 

THE CHAIRMAN: Well, are there sometimes 
decisions that have to be made from day to day as 


between meetings? Is that so? There must, on a good 
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many occasions vii to be decisions made from day to eal 
What would be the extent of authority in dawes of that 
kind? 

MR. HODGSON: Meetings are held weekly 
with estates and trusts, for example, and also weekly 
on other pension accounts. In view of the fact that 
all of eye senior officers are available, or most 
of them would be available in ‘if event of an Wirent 
situation to inalie policy and discuss the circumstances 
that should be considered, meetings are called other 
than on a regular basis. For example, the relatively 
recent change in the Bank of Canada rate occurred 
and we had to REL immediately thereafter to try and 
determine what action was considered that we should 
take. Generally speaking I think it is probably 
reasonable to say that there is not a sense of urgency 
that woes i has to be sold or bought precipitously, 
except in terms of an examination of these things to 
consider what we should do in light of the changed 
circumstances. 

COMMISSIONER LEMAN: I would like to get 
a somewhat clearer idea of the mechanics. There is 
an officer whois in charge of a certain trust or 
account. That is what you explained to us, is it? 

MR. HODGSON: Companies vary in their 
approach to this. I speak of my company. Where 
there is, let us consider, an estate under will, we 
will have an administrator in the personal trust 
department who will carry on his contact with the 


beneficiaries and, generally speaking, look after all 
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the circumstances of the instrument except ci invest- 
ment. He will pass that Inbotbe thot of the instrument 
to the investment officer to whom this has been 
allocated. We may have any number of personal 

trust officers and any number of investment officers. 
In our company the segregation or allocation of pee 
investment responsibilities is done on an alphabetical 
basis. someone has from A to D or D to L3; that 

sort of thing rather than spreading it out x to 

type of account. So the investment officer has to 
cope with all sets and kinds of investment recom- 
mendations. 

COMMISSIONER LEMAN: But for a given 
account will purchases in the market be made for 
that account specifically? 

MR. HODGSON: That is correct. 

THE CHAIRMAN: Do companies ever buy blocks 
of securities with estate, trust and agency funds 
and then distribute it to various accounts? 

MR. HODGSON: Not as a general rule. 

THE CHAIRMAN: Generally the purchases 
of securities are separate purchases for each <partieula 
account? 

MR. HODGSON: That is correct. 

COMMISSIONER MacKEEN: Is eel a brokerage 
charge in that regard, Mr. Hodgson, by the trust 
company? | 

MR.HODGSON: Sometimes, I believe, sir, 
and sometimes not. 


COMMISSIONER MacKEEN: In some provinces 
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and not in others, is that right? 
MR. HODGSON: I believe that is correct. 
MR. BENSON: In the common law provinces 
where the law of trusts applies the executor can 
only obtain compensation awarded by fe court, 80 
that if he has received any other compensation, 
real estate commissions or brokerage charges, he 
would show eat in his account and that would be 
deducted from the amount the court allowed. 
MR. BEAN: I think in actual practice 
‘he does not receive Suvenine in any other province 
than Quebec. They are paid no commission or brokerage 
COMMISSIONER GIBSON: A lot of your account 
are, of course, still fixed in terms of a will or 
some legal framework which has been laid down. You 
have made it quite clear in your brief that you would 
like to be given broader investment powers. Para- 
graph 229 expresses this thought very clearly. © You 
say that in a growing proportion of the estate business 
you have these broad powers. 
MR. HODGSON: That is right. 
COMMISSIONER GIBSON: Just to get an idea 
of how sase the estate business might be responsive 
to changes in monetary conditions such as you referred 
to; for example the recently announced 6 per cent 
bank rate, what sort of proportion would you have 
broader investment powers in? Would you have any 
idea? Would it be half of the estates now? 
MR. HODGSON: I would venture to guess only 


from our own company's experience, about 75 per cent. 
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COMMISSIONER GIBSON: In terms of ipa money 
you are a gs in trust? 
MR. HODGSON: You are speaking now of 
estates? 

COMMISSIONER GIBSON: Yes. 

MR.. HODGSON: Most of the estates that 
are now coming to our company are coming vied 
discretionary powers. 

COMMISSIONER GIBSON: On ene other hand 
you must have some large ones that you have been 
administering for a period of time in ee you do 
not have bas powers? 

MR. HODGSON: Oh, quite so. 

COMMISSIONER GIBSON: But you wouldthink 
something like 75 per cent of the BY Pye aoe cio 
in your estate administration have given you pretty 
broad discretionary powers? 

MR. HODGSON: I would say 75 per Cans 
of the new ones coming in come in in that way. 

COMMISSIONER GIBSON: Yes. 

MR. HODGSON: eee we would be that 
vtah at ae present time in total, I am not sure, 
but it would be gradually approaching that, I would 
bean ee 

COMMISSIONER GIBSON: You do not all 
agree then, I take it? 

MR. BEAN: 75 per cent to me sounds pretty 


high for those under administration at the moment. 


There is one factor which comes into this which has 
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not been mentioned and that is that often where there 
are no broad powers to invest, under the trustee 

act in a great many cases there is what is called en: 
power of retention of a néabestaces asset. E-thtnk, 
taking this into account, the figure that Mr. Hodgson 
mentioned might probably be fairly close, again as 
far as our company is concerned. That is a further 
complication because where you have sé power to 
hold, once you surrender your position in holding — 
non-trustee assets, you cannot recover. 

COMMISSIONER GIBSON: This is another 
factor of rigidity? 

MR.BEAN:. Yes. 

COMMISSIONER GIBSON: And a co-executor 
would be a further rigidity? When you have to deal 
with somebody else it is not as flexible as it other- 
wise would be? 

MR. HODGSON: Perhaps along the lines that 
Mr. Bean mentioned, when I say "discretionary power", 
if you were trying to think in terms of wat proportion 
of actual dollar value of the estates, trusts and 
agencies under our administration do we have dis- 
cretion, this would be much too large on that basis. 
From ue point of fact in respect to pension funds, 
was are bulked very largely in the figures, most 
of Sieh instruments under which we operate do not 
have limitations. By ttre same token, we discuss with 
the companies our proposals and general policy of 


approach, and so on. If one were to say how much 
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does eg trust company actually have with complete 
discretion, and not having to talk with any person 
at all, then it would be very much less than that. 
COMMISSIONER GIBSON: Now, when you have 
what you would regard as an important change in the 
finance environment, such as this bank rate announce- 
ment made about a month ago, you have a meeting of 
your senior investment committee at a time like that? 
| MR. HODGSON: Yes. 
‘COMMISSIONER GIBSON: And you decide, 
or come to some conclusion as to what this might mean 
from your point of view, and from the point of view 
of the people you represent. What do you do? Do 
you call in certain people? | ee is the nee’ 
mechanical step in working this out? 
MR. HODGSON: I suppose it falls into 
two categories; one, the fact. is that new funds 
are required to be invested, such as pension funds 
bishipnal are constantly growing, and Cr B°RtheR 
one, I suppose one could consider the account that 
was already fully invested -- an estate, let us say. 
rie principal concern would be with the former; that 
is, what action should be taken to employ new funds. 
When one talks about estate and trust 
accounts, as I described earlier on, the general 
eet of circumstances on which the account is based 
and inspect to the investment decision that has 
to be made for this purpose, not a great deal of 
trading goes ons; that is, not trading that is brought 


about by a fluctuation in the interest rate. There 
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will always be some trading carried on because of 
the peculiarities of the GuvesVuen’UikaKKet | It 
might be possible to buy a bond of equivalent quality, 
as we determine it, at a cheaper price to increase 
the yield and sell another. The operation of sinking 
funds and corporate securities sometimes puts the 
price higher than otherwise. This kind of trading 
goes on all the time. We trade by perception at 
all stages in the cycle to improve the demands and 
requirements of that specific account, but not a 
great deal takes place in those accounts, or for 
that matter in almost any estate and trust account 
because of the particular machinations of the cycle. 

COMMISSIONER GIBSON: There must be times 
when you say to yourself, or your investment committee: 
we are not so keen on the bond markets; we would like 
to go into stocks to a greater extent or vice versa, 
or perhaps you consider that Canada's bonds are too 
high in relation to first grade corporate bonds or 
provincial bonds. How do you translate these things 
into account management? 

MR. KERLIN: I think in most companies 
there would be daily meetings to discuss changes in 
the investment scene. We do not wait for the regular 
meeting of the investment committee to discuss these 
things. They are discussed daily. Decisions which 
are made by the general policy committee, or the 
senior officers discussing these matters daily are 
transmitted to the investment department who in turn 


put them into effect, where this is necessary or 
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desirable in respect. to the accounts we administer. 

COMMISSIONER GIBSON: But you deal with 
that. particular account fairly rapidly? 

MR. KERLIN: Yes, indeed. In other 
words, it is a daily basis. 

COMMISSIONER LEMAN: What I would like 
to clarify, though, is whether you consider that 
you can Switch securities from one account to the 
other. Is that your feeling about it, that you 
must go through the market for each account in buying 
and selling? Let us imagine a situation where, 
after reviewing various considerations that might 
come up you decided that a certain type of security 
should be put into account A. which account Y has, 
and which it should sell, you cannot make the switch 


between the two accounts? 
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MR. HODGSON: Well, our answer is no, it 
does go through the market. In answer to your first 
question, yes. 

COMMISSIONER LEMAN: Is this a problem 
of conflicts of interests or what is it? 

MR. HODGSON: I suppose that one of the 
basic points would be to determine the tase price. 

| C OMMISS IONER LEMAN: Well, suppose that 

you were buying 100 shares of a certain stock for 
other accounts at the same time; you felt that account 
X should have 100 shares of that stock, will the 100 
shares you can buy in the market pretty well determine 
what the market price is for that 100 shares? 

MR. HODGSON: The fact of the matter is 
it was not on ae market and that 100 shares may have 
gone through at that price, but the next 100 might not. 

COMMISSIONER LEMAN: So, you cannot visualize 
any advantage of efficiency for your clients and savinesl, 
for instance, on brokerage fees to reduce the net numbe 
of transactions that need to be made in a day? 

MR. BENSON: That kind of matching of 
the opportunity for it would occur very seldom, in 
any event, and even where it did it becomes almost 
essential to produce to the court on the passing of 
the accounts vouchers to show that these assets have 
been sold or acquired at a market price, and therefore 
that can only be established by their sale or purchase 
in the market. 
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the same number of shares to a company that you are 
buying for another? 

MR. BENSON: That is correct. 

MR. BEAN: I think it is possible but 
highly improbable. 

COMMISSIONER BROWN: I wonder if I could 
ask a question in connection with this restricted or 
unrestricted investment power; that is, if you would 
care to give us an opinion as to Poa they find 

restrictive or too restrictive in insurance company 
qualified securities. There must be a reason for 
requesting powers beyond this. | 

MR. HODGSON: Well, would you like to 
narrow the question down to some specific class of 
accounts, Mr. Brown? 

COMMISSIONER BROWN: Let us put it this 
way; in paragraph 2.29 you say that the companies 
generally recommend an unrestricted investment power 
as well, and my question r that in view of the fact 
up until a few years ago you had generally accepted 
wide power for securities that qualified for life 
insurance company investments, ... in what way do you 
find that qualification too restrictive? 

MR. HODGSON: It is generally speaking, 
except for peculiarities, erebably not; in other 
words, the investment restriction is not onerous. 
‘The question of the percentages, quantitative 
percentages of the various classes of securities, 
and if you were taking, for example, pension trusts. 


COMMISSIONER BROWN: We are talking about 
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wills at oa and generally speaking it is provided that 
the percentage restrictions do not apply. 

MR. HODGSON: Yes, generally speaking I 
do not think ing normal state would be at all restricte 
in its application under the Canadian British Insurance 
Companies Act. 

COMMISSIONER BROWN: I was wondering why 
the general request that it be unrestricted, because 
this does give some element of protection from the 
point of view of oF testator. 

MR. BEAN: I think the real point there is 
that this is a conversation which you visualize between 
the person making his will and some person with whom 
he is consulting, and obviously we would suggest that 
this be made out unrestricted rather than applied to 
the insurance company type of investments. Admittedl 
by and large undoubtedly we will be applying in the 
normal course of events any stocks purchased -- this 
is the point I ef Hat you are looking at -- any of 
these stocks purchased will qualify under the Insurance 
Act, Se aiets are occasions which arise in the 
administration of an estate Wiee: toate particular 
reason -- usually a family reason -- there might 
be some need by an estate for investing in one of 
the children's -- one of the beneficiaries has a 
problem in connection with business which normally 
would not be the sort of thing that could qualify 
under the Insurance Act and which undoubtedly the 


testator would have desired the executor to look after, 
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and that can be Aenaied in eee Way; that is, to look 
after unusual events and you cannot foresee everything 
in preparing a document, and this takes care of the 
unforeseen things where you might wish to go beyond 
the normal course of investment. | 

MR. GREGORY: May I say that my personal 
feeling is that the renee Companies Act looks 
at the past record rather than possibilities of the 
future, and I think that is the basic difficulty with 
ry You would not have been able to buy under that 
Act some of the best investments in the last while, 
Such as the pipelines you could not buy Algoma Steel 
because of the nature of that company being able to 
do without paying dividends, and there are many 
cases like that. 

THE CHATRMAN: You are talking about the 
big pipe line? 

MR. GREGORY: Interprovincial. 

THE CHAIRMAN: That is, the oil pipeline? 

MR. GREGORY: Yes. 

THE CHAIRMAN: You are not talking about 
Trans-Canada Gas Pipeline? 

MR. GREGORY: No, this applies to Trans- 
Canada too. 

THE CHAIRMAN: Do you know of any groups 
that fe bought any shares of oat stock for part 
of the original issue? 

MR. GREGORY: I do not know of any. 

THE CHAIRMAN: Do trust companies ever 


buy stocks --- 
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MR. GREGORY: They are not permitted to 
now. 

THE CHAIRMAN: But if you were sheesteea 
to buy common stocks you would buy them, would you not? 

MR. GREGORY: Under this particular Act 
we are talking about? 

THE CHAIRMAN: Yes, I thought on tne 
assumption that you were not restricted either by 
will --- | 

MR, GREGORY: You are talking about --- 

THE CHAIRMAN: Assuming you were not restricted; 
where companies have not been restricted, have they 
bought original issue? 

MR. GREGORY: I will leave that to some 
of the other companies to say. 

COMMISSIONER BROWN: This is rather interesting 
because you wane two different viewpoints. Mr. Bean 
Suggests you would find «© an insurance company featPtc ed 
too much on the question of the surviving fambly proble 
and Mr. Gregory is suggesting that it is for a wider 
policy basis so that you mate greater freedom. There 
is a difference in emphasis on those two points of view. 

MR. GREGORY: You asked me why we objected 
to that restriction and I was just offering my personal 
feeling; I said it looks rn wrong way. The Act 
is not set on principle -- and I am just expressing 
a personal opinion only -- and there are a lot of 
investments that cannot be bought because of the 


restrictions of that Act. 
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THE CHAIRMAN: All I was Latepestes in was 
how far you would go in the sort of investments Shat 
might not be permitted by the Insurance Act but would 
be permitted to you if you were unrestricted? 

MR. BENSON: I am sure many companies have 
the idea which ours has --- 

THE CHAIRMAN: Of buying original issues? 

MR. BENSON: Yes, where we had unrestricted 
power, and I should say in answer to Mr. Brown's 
question that by and large the provisions of the 
Insurance Act would represent reasonable latitude 
for most of the investment problems in estates. 
but if you were advising phe testator on ou to draw 
his will you would certainly not recommend just for 
that reason that ae put on arbitrary restrictions 
Which all legislations must provide and which obviously 
can create disadvantages and unreasonable restrictions 
in some particular situations. This is just 4 case 
of greater elasticity and flexibility and I would 
think that generally speaking investment policy under 
an unrestricted power would be very similar to one -- 
by any company -- would be very similar to one under 
the power given under the Insurance Act. 

THE CHATRMAN: That does not give power 
to buy original issues of common stocks, does it? 

MR. BENSON: You are more narrowly restricte 
and etiatt is another reason for eliminating the arbitrar 
requirements Of any legislation. . 


THE CHAIRMAN: You see no reason why a trust 
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company ce not ee? original issues? 

MR. BENSON: No, as long as it ve the 
investment organization to satisfy itself as to a iad 
vestment worthiness of an issue I see no reason 
why you --- 

THE CHAIRMAN: Taking all the circumstances 
into consideration you decided that it is reasonable 
and prudent in that particular asset and you are 
quite prepared to do it? 

Do the trust companies engage very much 
in market trading of securities? 

MR, BEAN: I presume you mean with the 
day to day trading? 

THE CHAIRMAN: Yes. 

MR. BEAN: .I think the answer to that, 
as Mr. Hodgson hit it in his reply earlier is that 
we do not; basically we hold until maturity or until 
such time as there is some apparent change in the 
intrinsic value of its securities or it Is a matter 
of trading in dollars; I think very few companies 
do it to any extent. 

THE CHAIRMAN: You mention in paragraph 
2.36 liquidity and it suggests that adequate liquidity 
is an important consideration in deciding asset 
distribution. Would you tell us what you measure 
the adequacy of a situation in respect of liquidity. 

I notice that you mention mortgage investments, you 
mention five year mortgage investments, where the 


average liquidity would appear to be about as years. 
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wnat considerations apply in dettrn nitha® Le lagwraity 
of your position in nee | an estate? 

MR. BEAN: Well, Mr. chaitraan! the first 
problem is that I think most of us realize in 
administering an estate that we have to be sure it 
is sufficiently liquid to pay off any duties which 
ee and up to five years in many cases, so there 
would have to be funds provided or coming out of 
the account to take care of such things as that. 
ahGren are ee distributions at various times 
and that affects what we oa nt: the liquidity Of that 
particular estate, so ) that you ean meet these dis- 
tributions and pay them out without having to make 
a sacrifice, and there are many cases in which the. 
life tenant may have powers of encroachment 
upon ike principal where you are gradually paying 
out the principal of that particular estate, and 
that is also a factor in tiie liquidity. | 

COMMISSIONER GIBSON: Can I ask another 
question about the trading activities? You have 
a large proportion of the assets under administration 
in an estate, and they are high grade marketable 
assets -- Dominion of Canada bonds. and so on -- and 
it was suggested that there were times when you might 
Switch out of one into another and you can get a better 
deal; is this not a fairly Geepreas practice, or 
do some companies do a lot of trading and other 
companies do very little trading? These are marketable 


Securities we are talking about. 
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MR. BEAN: I will put it this way; that 
When I replied to the Chairman on this question of 
trading I was speaking of trading for profit in 
terms of buying at a price and selling at another 
price, in that area, and what you were referring 
to, or Mr. Hodgson was referring to was trading 
to improve one's yield and position, and that certainly 
is done; in the review of © -estates in trust there 
is a continuous survey made to see if there are 
alternatives that will provide the same degree 
of security with the same additional benefit 
to the particular estate or trust. That is done. 

COMMISSIONER GIBSON: There is quite a 
bit of switching with this in mind? 

MR. BEAN: Well, it is hard to determine 
the extent of it, and I do not know -- there is 
certainly some of it done. Obviously tne market 
over a period of time works against you because 
when these situations do occur in the market -- as 
we all know -- everyone cannot do it, but there is 
a tendency towards that use. 

COMMISSIONER GIBSON: It is a fact that 
some insurance companies do it with a certain amount 
of success. It is the process of trying to. improve 
the yield. Have you any inhibitions about selling 
assets of an estate at a loss to improve the yield? 

MR. HODGSON: This is a very important 
point and one of essentially basic difficulties. 


MR. BENSON: I will say that it is not 
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a question of Pret it is a Gnas tien of law 
because where we amortize investment palais for 
an estate, to build up the portfolio, in practically 
every estate the reason you do this is because there 
are two different interests in the trust; one an 
income interest of some living person and the other 
is the remainder interest of the capital of the estate 
of some person who i8 perhaps an infant or not even 
born. 

Now, you cannot obviously at the expense 
of capital take a loss in order to improve the suey 
for the life tenant, and the problem of keeping the 
balance even between these two interests is one 
that has to control and limit the question of the 
Switching of securities. 

COMMISSIONER GIBSON: So, it is basically 
an accounting problem, is it not? 

MR. BENSON: It is more than an accounting, 
it is a reality; one interesi would benefit at another' 
expense. 

COMMISSIONER LEMAN: Is that necessarily 
true? It is not necessarily true, is it? 

MR. BENSON: It is true in most cases; 
it is very seldom, except when you have a maturity 
approaching and you are replacing for a longer yield, 
but it is very seldom that you have a situation -- 
so our investment people tell me -- where you can 
avoid the situation of doing it at the expense of one 


or other interest. 


COMMISSIONER GIBSON: In other words, you d 
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not know when the immediate beneficiary is going to 
pass away and someone else take over =. interest 
and at that particular time se nanerte one or the 
other. 

MR. BENSON: The life tenant is receiving 
only the yield of that investment. 

COMMISSIONER GIBSON: But does this mean, 
then, that you are faioiy limited in the amount of 

switch ag you can do; let us say the trading that 

is etre on? 

| MR. BENSON: It is a great disappointment 
to the investment dealers who have been Henbereth: 
for the testator every week for a good many years; 
that is, after the portfolio has been established, 
a weekly call is really unprofitable. 

COMMISSIONER BROWN: May I be permitted 
to agree with that. 

COMMISSIONER GIBSON: So, basically atlas 
you are trading to ere yield there is a peeves 
that it does not involve substantial capital losses? 

MR. PEMBROKE: No, but to put it the 
other way around and say there is no conflict of 
interest which rises between the life tenants as 
the result of that switch, and that is the real thing. 
You can do it where there is -- on occasion when 
there is a difference in values, but the basic 
thing is that there cannot be any conflict and where 
conflict does arise you are inhibited and prohibited. 


COMMISSIONER BROWN: If there is no con- 


oF antes at iat o#ened ststbommt add sedw worl 3 


Jaotetat edd revo east sale snoemoe bas awe om 


| edd to eno ditened eam emit rslvoftsisq dads ds ans | us 
| . , YS ) i 
i: be i. sete =] ae 
i gntviessr et tasmet siti eT  :WOewsa .AM i * 
- in he a ts 
‘ _daemdeeavat tedt to blety end veo ‘ on 
|X ‘ 
. Lfisem atdd eeob duff :MOBETOD ASMOTLETMMOD | i 
welt ae to davome edd ni betimil viaist ers Ow Jscit oad q 
a 
Fe tedd setbexd end vse au vel .ob BO yoy ap dodiwa: ! 
by jot | 
A Sao bettrs9o at . 
wae tl 
dnemintoggsetbh Jse1g s ef JI sWOcKaa .AM 
| | Si 
anidodbwa meed svsd odw erelssb Inemdaevat edd og 
eye ie | &f 
tarssy yosm boog 8 tot wesw yievs rodstass ent ‘tot 
; ; AM 
bedatidstes nosed ead offotdrog sit vettis .ai gard 


eldstiitorgay yiiser at [iso yivoew s 


bedvimred sd I veM 3AWOHE HEMOTAelMMod 
said doiw sergs og 

eure Yifsofasd .0&@ 3:WOcedlo HAVOTaerMMod 
Mie Lae ai exeds blaty svorqmi od antbsexd sts adh: 
Saesaol Letiqso Istinstadva sevilovni gon ve0h tr dsdt 

edd dif duq ot gud .of -:HAICHEMaT .AM 
to goifinoo om at exsdd yee bas bayors yeu tarto 
as adasnss stil ond feewied eseia doidw dJesretat 
-avidd [set ond af gsdt bos .doviwe gsdd to diveer ed? 
sow moleasoso no -- af sted eterw ti ob mso oY 
ofasd sit gud .asulisv ot sonsreTitb s at eters 
etedw bis voflinoo vis sd tsonnso atedd deft at gn teid 


-betididorg bis bedidtdat ers voy saiss as0b gotltnos 


-09 on at esxedd IL sMWORA ABMOTZETMMOD 


Nethercut & Young " 3336 ig 


Terente, Ontario 


flict you can overcome with accounting procedures, is 
that it? 

MR. PEMBROKE: Yes, if there is no conflict. 

COMMISSIONER BROWN: But this is occasional y 
possible? 

MR. PEMBROKE: That is right. 

COMMISSIONER LEMAN: Suppose that a testator 
in his will decides to give you the broadest possible 
investment powers included in that will that he would 
permit you to value -- despite the fact he had this 
conflict of interest with the life tenant -- he would 
allow you to value the asset at any time on market 


instead of book, would that change your outlook? 
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THE CHAIRMAN: Has anybody ever thought of 
such a provision so far? 

MR.BEAN: What would you think of it, Mr. 
Chairman? 

THE CHAIRMAN: It is a new suggestion. 

MR. FARIBAULT: I don't think it would make 
any difference. It would have to be worded quite 
differently, but just a matter of values would not 
increase your discretion. 

COMMISSIONER LEMAN: Except on market perhaps 
you are not moving any capital for the remainderman.. 

MR. FARIBAULT: It would have to be explicit. 
You could not imply it. 

COMMISSIONER LEMAN: At that time you mean 
you are not sacrificing any capital value? 

MR, FARIBAULT: Any valuation is just taken 
at one moment. Then, you would have to take a yield 
to account for the future. In the case of the province 
of Quebec where you have a substitution you could not 
do that because the obligation is the precise 
proportion which you have received. . You would have 
to have something very different in order to be 
able to do that. 

COMMISSIONER BROWN: In a falling bond market 
this would mean you would be inhibited from changing 
your proportion of bonds and stocks? 

MR. BENSON: Questions of equity could still 
result in a change in the portfolio. 

MR. FARIBAULT: Those are the cases where 


we want discretion. If you have discretion and you have 
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to balance the conditions one way or another and find 
that you have to sell but you don't like it -- this 
is assuming a power which is probably wider than the 
legislature would have given you. 

COMMISSIONER BROWN: In this case you are 
probably sacrificing income as well from the point of 
view of the life tenant ? 

MR. FARIBAULT: If you sacrifice income for . 
a time, it is a question of maturity. 

COMMISSIONER GIBSON: If you were in a situatio 
in a falling bond market and you’ can switch froma 
security which had, say, seven years to run to one 
which had 5 or 6 or 7 years to run and make up the loss 
of the first one in four years -- and there have been 
cases like that from time to time -- to accept a heavy 
book loss when you sell, you would not do that? 

MR BENSON , No, because we would be making 
up the loss for the person who didn't have the loss. 

COMMISSIONER GIBSON: But you would not 
know because it would be over the next four years. 

MR, FABIBAULT: There may be a deficit the 
next year. 

COMMISSIONER GIBSON: That is right. This 
means you are probably limited in what you can do in 
trying to improve yield? 

COMMISSIONER BROWN: Have any companies 
developed a wording that will overcome these problems? 
This is another way of phrasing Mr. Leman's question. 
MR. GODWIN: If I may add something there, 


Mr. Chairman, we have been discussing the strict legal 
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technicalities of the matter, but these situations 

might resolve themselves as a family matter: A widow 
with children, and the children want the widow to 

occupy the same status in life as her husband. during 

his life, and they ask for the estate to live. So, 
there are situations where in a large estate they might 
say, "I don't need so much income. Let us invest in 
stocks." In that situation it is perfectly all right 

to go ahead on it, but I felt we should bring this 

into the open because there are many situations like 
that where we have to do that, and most trust companies 
consult with the family from time to time in a situation 
where they think if they take a certain course of action 
then they can benefit the family as a whole! 

COMMISSIONER MACKINTOSH: Do the companies 
feel free to match a security which they want to sell 
at a loss with one they can sell at a profit? 

MR. KNOWLTON: That does not help us because 
you have two different parties interested. It is not 
the same as an insurance company. 

COMMISSIONER MACKINTOSH: Then, may I ask 
another question: If you have a security at which 
the market stands considerably over your book value, 
and you think for some reason a switch might be 
desirable, are you inhibited from selling that because 
the capital -- that excess of market value belongs 
to the remainderman or is destined to the remainder - 
man? 

MR. KNOWLTON: Not as long as you are not 


incurring the income of the life tenant. 
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COMMISS TONER MACKINTOSH: Why are you inhibited 
one way and not another -- simply by the convention of 
your portfolio? 

MR. KNOWLTON: No, I’ think it is the reason 
that simply from the fact one person is going to take 
a loss in the account. If you have a bond considerably 
above your book value, then the yield is less than 
whatyou purchased it for. No doubt you could sell 
that bond and buy another bond which would give a f 
yield of more than that to the life tenant. So, 
you are keeping the scales even. 

COMMISSIONER GIBSON: You have shifted some 
of the capital into income? 

MR. KNOWLTON: Yes. | 

COMMISSIONER GIBSON: And therefore it 
affects the balance between the two parties? 

MR. KNOWLTON: That is quite true; each open 
transaction, you have two different parties interested: 
One only in income and the other only in capital. If 
you did not have to amortize, you would not meet this 
point. 

COMMISSIONER LEMAN: Except at that point of 
time, suppose you are switching from a 34 per cent 
bond with a certain maturity to a 44 per cent bond 
with about the same maturity, it may be on the market 
those two bonds have the same value. 

MR. KNOWLTON: Then there would be no reason 
why the switch could not be made. 

COMMISSIONER LEMAN: If you work from book 


value you would record a loss on the sale of one bond, 
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which may be down, say, to 87, and the other bond 

may be much higher -- should be much higher if it is 
about the same equity. You would record a book loss, 
but if you had your eye strictly on market values on -- 
the day on which you make the transaction you may figure 
you may have made no loss for the remainderman? ’ 

MR. KNOWLTON: I don't see how that could 
occur. If you take a book loss it is an actual loss 
as far as the remainderman: is concerned, and he cannot- | 
benefit from the higher yield. 

COMMISSIONER LEMAN: There may be a saenhaor tou. 
that later that 44 per cent bond will command a higher 
market value than the 34 per cent bond whenever it is 
realized. 

MR. BENSON: There is another factor comes 
in there. Under the surveillance of the Chairman I 
might quote what we feel is the rule that governs a 
trustee in investment, and that is that he must exercise 
the degree of care not of a person managing his own 
investments, but make investments of a speculative 
character to a degree of care required of an ordinary 
prudent man who invests for the benefit of other people 
for whom he feels morally bound to provide, and I 
think this question of speculating on the future of 
some of these investments comes into this to some 
extent. 

COMMISSIONER LEMAN: I am sure you realize 
what we are probing for here -- responsiveness to 
market conditions, and we want to see how this very 


large block of funds is responsive or is not responsive 
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to market conditions. 

COMMISSIONER BROWN: If you have power to 
encroach on behalf of the life tenant, does this 
change your attitude? 

MR. BENSON: It could very easily. If it 
seemed to appear advisable on other accounts, that 
fact -- which would meet the difficulty of the 
amortization rule -- that fact could make it possible 
in a particular case. 

COMMISSIONER MACKINTOSH: The estate tax 
having already done the damage? 

MR. BEAN: Right. 

COMMISSIONER GIBSON: But in general you would 
Say there is comparatively little trading of this 
character? From your general observations today it 
would seem to me you are pretty limited? 

MR, BEAN: I think that is true. 

THE CHAIRMAN: It would be a very exceptional 
case where you might do it? i think in the vast majorit 
of cases it would be highly dangerous, from what you # 
have said, to tamper. 

MR, HUNGERFORD: There are not the same 
difficulties in pension trust accounts and agency 
accounts. There is considerable trading in these 
two categories. 

THE CHAIRMAN: In paragraph 233 you mention 
maturities. Would you elaborate on that a bit? What 
sort of considerations do you take into account in 
deciding on various types of maturities -- various 


lengths of maturities? I think you mentioned some. 
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1 MR. BEAN: I think, Mr. Chairman, they are 

2 fairly well covered by liquidity. 

3 THE CHAIRMAN: Pardon? 

4 MR. BEAN: ... in the discussion on liquidity, 
5 because much the same factors apply. 

6 THE CHAIRMAN: If the problem is really the 

7 same problem ...? 

8 MR. BEAN: It is the same problem -- meeting 

9 distributions at various times during the administration 
of that estate. 

THE CHAIRMAN: Yes. In respect of asset 
distribution, paragraph 235, you have at page 51 the ‘ 
distribution in very broad categories of the assets 
of estates, trusts and agencies. I understood at an 
earlier stage that these values were generally book 
values determined at the date of probate in the cases 
of a will, or at the date of settlement in the cases 
of other types of trusts. The real figure, according 
to present day values, would Le very much higher 
than the 7 billion 713 million? 

MR. BEAN: Certainly in the area of stocks 
and real estate this is probably an unrealistic figure ~ 
as to the market values today. 

THE CHAIRMAN: You have no idea of what it 
might be -- in a very rough and ready way? 

MR. BENSON: The sampling that is being 
conducted may shed some light on that, we hope. 

MR. BEAN: That is one of the purposes of 
that sampling. 


MR. GODWIN: Also it is the practice of some 
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companies on agency or trust accounts to record an 
asset at merely a dollar value for purposes of book 
control. 

MR. GREGORY: On the other hand, Mr. Chairman, 
the bonds may be considerably lower on the market. 

THE CHAIRMAN: Yes. Well, I think it might 
offset it to some extent. You mention your recommendation 
as to loosening restrictions to some extent so that 
you might invest in common stocks, and you suggest 
a ceiling of 35 per cent: How do you come to that 
figure? Is there any particular reason for that 
35 per cent? 

MR. BEAN: Mr. Chairman, the 35 per cent 
applies not solely to common stocks; it applies to 
corporate obligations or shares which are not now 
eligible under the Trustee Act. 

THE CHAIRMAN: Yes, quite. 

MR. BEAN: But, as you suggest, there is no 
further limitation within our recommendation, so it 
could conceivably lead to the 35 per cent of common 
stock. 

THE CHATRMAN: I was wondering whether you 
thought 55 per cent was a reasonable restriction; if 
you were permitted to get into that sort of investment 
that you would not in practice contemplate going beyond: 
that, in any event? 

MR. BEAN: Our thinking was that it was a 
reasonable figure to work toward. There are conceivably 
cases where it may be advisable to have more than 


35 per cent, but on the other hand these Trustee Acts 
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as the Chairman said earlier, apply to all trustees 
not only to corporate trustees, and it was felt in 
the light of conditions that 35 per cent would be 

a reasonable figure. 

MR. HUNGERFORD: I believe that was the 
figure adopted by most of the States and I think 
we have perhaps taken it from that. 

MR. BEAN: Some of those have gone up too. 

THE CHATRMAN: We were told a few days 
ago that the United States went up as high as 70 per 
cent in some of them. 

MR. BEAN: Some States have no restriction. 

THE CHAIRMAN: Some States are unrestricted. 

MR. BEAN: That is right. 

THE CHAIRMAN: I think this was the way it 
was put, that where they are not subject to restriction 
in the United States in certain jurisdictions that they 
go as high as 70 per cent in practice. You think, 
however, that to go to 35 per cent would be about 
as far as the prudent man should go? Is that the 
reason for increasing that percentage? 

MR. BEAN: Yes, and I think that is tempered 
as well by your earlier comment. about. the. difficulty 
of convincing members of various legislatures that 
any man who may be a trustee might accept the power 
to go beyond 35 per cent. 

THE CHAIRMAN: That is one thing I can under- 
stand. 

MR. GREGORY: This is political, Mr. Chairman, 


rather than economic. 
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THE CHAIRMAN: Perhaps the members of the 
legislature who examined this proposal are prudent 
men too. 

MR. GREGORY: That is quite a wide assumption. 

COMMISSIONER LEMAN: Do you in general believe 
it is a proper thing for the legislature to set these 
limits? In general should there be limits? TI think 
you said earlier that quite often the law looks at 
the past rather than looking forward. Circumstances 
change, the legislature may decide that a certain 
proportion of certain types of investments should bear 
a ceiling, and then the legislator, himself, changes 
the conditions on you by changing the fiscal policy. 
So, do you believe in general it is a proper exercise 
of authority by the legislature to put certain 
restrictions on types, or would it be better to leave 
it wide open and just supervise the operation of trust 
companies properly? 

MR. PEMBROKE: We are referring in this 35 
per cent, of course, to a desire to have Trustee Acts 
broadened to permit investment in stocks Unica there 
are trustee provisions. Only two of the provinces 
at the present time will allow any investment whatever 
in preferred or common stocks. Nova Scotia has gone 
as high as 15 per cent. My own feeling is that this 
35 is an attempt to at least get a bigger foot in 
the door. Personally, I would quite agree with you 
it would be wiser if trustees were not restricted in 
any shape. 


COMMISSIONER BROWN: There has been the other 
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point of view put foward that such Trustee Acts apply 
not only to trust companies but also to individuals, 
that they should be limited from the point of view 
that anybody who has an estate of any size, presumably, 
is going to take proper care of it and he can go outside 
the Trustee Act in his own disposition; but for the 
protection of the common person, where the estate may 
be administered by a relative, it is proper to have 
restrictions. Would you like to comment on this in 
view of the fact you have in your brief the fact 

that almost all estates that come to you come to you 
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MR. PEMBROKE: The best thing would be to 
provide by legislation that no individual should be 
appointed, it should be a trust company. 

COMMISSIONER BROWN: I assumed that would be 
your answer. 

MR. BEAN: Or make it illegal for him to die 
without a will. 

MR. BENSON: Actually this was the position 
taken by the Ontario legislature 10 years ago when 
the Association made a recommendation about enlarging 
investment powers and at that time we suggested a 
limitation of 35 per cent of the amount of the trust 
in stocks and obligations of dor perutiere. The 
Ontario legislature at that time refused to make a 
change and the argument largely was that since it would 
apply also to individuals it was too great a risk to 
public security, to widen it to that extent. 

The fact that the 35 per cent suggestion 
appealed to them, however, and that that is a judgment 
of the legislature also, lies in the amendment to the 
Ontario Act last year which permits exactly this kind 
of investment subject to the approval of a court. 

COMMISSIONER BROWN: In other words, the 
implication being the court will give it providing the 
trustee is governed in certain other restrictive 
covenants? 

MR. BENSON: Yes. 

THE CHAIRMAN: The approval of the court would 
be necessary whether it was a trust company or an 
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MR. BENSON: Yes. 

THE CHAIRMAN: I think the legislature -- 
I recall the situation very vividly. I remember one 
member objected very strenuously to giving the trust 
company more powers because at one time he had had 
trouble getting some of his money out of the bank. 

MR. BEAN: That is an awful situation. 

MR, FARIBAULT: I might say, Mr. Chairman, 
that in the Province of Quebec trust companies do not 
get the majority of estates put through them. It is 
definitely the other way round. This argument would 
be very cogent there. 

THE CHAIRMAN: I think they are getting more 
and more of them in the Province of Ontario. 

MR. FARIBAULT: In Quebec it is the other | 
round. 

THE CHAIRMAN: But there is reluctance to 
make an exception for corporations, especially big 
corporations. on the part of tre legislature and that 
is one of the difficulties. I do not know how they 
would deal with the question. J have difficulty in ‘ 
imagining what factors would be taken into consideration. 
Hoever, that will no doubt arise when the law comes 
before them. 

COMMISSIONER LEMAN: Is there any proof that 
a corporation is more prudent than an individual? 

MR. HUNGERFORD: The increased amount of business 
the trust companies are getting, I suppose that is 
proof. 


MR. BEAN: At least some experts think so. 
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COMMISSIONER LEMAN: Or is it rather because 
there is often some factor of a conflict of interest 
with an individual executor if he happens to be, for 
instance, an interested party at the same time? 

MR. GREGORY: I can imagine a lot of personal 
executors would be very good but I think your imaginatio 
would also go so far as to realize that lots of them 
would be very bad if they got into common stocks. 

THE CHAIRMAN: Well, generally, when speaking 
of a corporation the decision is not a decision -- 
in reality it is a decision of a group of men in the 
trust company. The procedure has been described here. 
You have a committee and you have men who have 
experience and it is also, I assume --- or perhaps I 
had better ask this question: Turst companies generally 
must have a staff who have become expert in analyzing 
financial statements and various investment problems? — 

MR. BENSON: We have set out at page 9 of the 
brief at some length the way the investment department 
is organized in the trust company and we emphasize that 
because in the minds of the average testator the questio 
of the investment efficiency of the trust company seems 
to be the strongest motive and most of our property 
management now, which is our main function, is now 
investment management. Real estate in estates, insurance 
and other assets are becoming a much smaller proportion 
in relation to investments so these very elaborate 
organizations that most of the companies have set up 
are very expensive but they are essential to meet the 


demands of testators who are appointing trust companies 
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for their efficiency in this field. 
MR. BEAN: That is undoubtedly the keystone 
of our business -- successful investment management. 
THE CHAIRMAN: Yes of course. As to pool 
trust funds legislation was provided with respect to 
that some years ago and you say in paragraph 2.38 
that the advantages hoped for when the pool trust fund 
was first introduced have in fact been realized. 
Perhaps you can elaborate on that a bit. 
MR, BEAN: Mr. Chairman, all companies have not 
ate number of companies have utilized the power of 
setting up a common trust fund. I think there are a 
number of restricted common trust funds which means 
that they are confined to trustee investment and there 
are some unrestricted ones which go beyond that point 
where there has to be specific authority in the trust 
document or will to permit the trustee ex invest in 

the unrestricted one or the restricted one but the 
difficulty comes particularly in restricted common 
trust fund, again as a matter of accounting where you 
find that it becomes very difficult to put additional 
monies into the common trust fund when the unit, as ~- 
it were, because it is treated the same way as a mutual 
fund and hia hike OED periodically -- where a unit is 
below an initial starting unit in a fund, again you 

run into this awful problem of life tenant and remainder 
man. Most of us have discovered in places where there 
is conflict between the two where it pened utilized 

) 
except where it is very close to being ae the par 


value. So in recent years where we have had a depressed 


<3 
we! 
ree 


, ra i 2 c. 
tutes >| ea 
«blett afsid at yonstotits ated 10% — qe 


a 


i | ; ona ise 
¢ ¥ 


ef esoteyed oft yibeddvobaw ef teAxAT ;VASE .AM eat ¢ 

-Sremezetism. tnemdgevat Ivieesoove -- easateud mo to je al 
e ooq. od 8A ,.samvon Yo eeY :WAMATAHO ABT eyy) leet ee 
. ot tosqae t dittw bebivorg esw notisilaisel abauyt tJeurd 2 4 
f 
, G8€.9 daerasieq nit yse voy bas o:s arssy smos gaat lo a 
ie bast gaunt Loog sdz aerw rot bsqod eszstnsvbs odd tant x val 
Asa -bestise seed tost at evsd boouboutdmt tevkt esw Is i 

a -Jid s tsdd no otstodsies mse voy sqsdised Q ; 


| torr even eefasqmoo [fs .asmuisdO .oM :HARE .AM 5 }OL 
to tewoq ent besiiicu eved eeiasgqmos to tedmun s -- 
& 916 Ssiony Aatdd I .bawt gaust nomsoo s qu antttea |S! 


va atisem dofdw ebast deuxt sommoo betotatess to rsdmun 


eredd bos dnemtaovnl setaunxt o¢ bonttnos exe yond gedd [al 
dotog dsdd booyed og doidw eero bototytesiay smog ous el 


desit edt of yitvorntus ofttosqe ed o¢ esd -siedt svedw |! 


ak veevat ot goterrd edd timreq otf [Lfw ro tasmuooh i VI 
say jet eno bedofisesy edt to serio betotyteo rms orld ® 

| xommes betofisest ai vlasivettise esmoo yviivolTTEeb e 
soy sredw anivavosos to istism s as ategs .bawt dauat c 

4s isnoliibbs Jug o3 tivolt®tbh yrov esmooed df gedt babt ig 
‘ @8 ttn, ond ‘edw baut tgeout sommeo edt -otat astaom iss 

(susum 6 88 YsWw onse ot betse it ef tf sgusced .o19w of res 

; éf Jins s siedw -- yilsotbotrseg hierbiead Des bos't jas 


vey aises ,bavt s ot cdinw gattywds [atsint as -woled | 2 


asbatsast bas tasacd stil to meldonq Lu’twe etddt o¢mt aut 


Ze) stedd aierw esosiq af berevooatbh. sved av to daoM -.rem 

a ; ia 

| bestlity ed Bines 34 srsnw ow? ast nsewted totltnoo. af, 

; sq oJ bavoxs goted o¢ srolo yrsv ab dh eredw dqooxg |e 


. ee 
| beasexqeb s bed oven ew eterw erssy Jrsoet at 028 .eutsy [OE 
f ' Wo sees 


aoe 
i a. e 
7 ey 


4) 5 { 4 : rs f } or 
rae ee ae f' ar eh ees of a moet Ve Cae [oy a | 4 , 


Nethercut & Young ete cy Ae 


Torente xz Ontario 


bond market and high interest rates, during those 
periods in which there is a real difference between 
the original value of the unit and cn aayis market 
value of the unit, it becomes very difficult to put 
funds into it. It has not, as we imply here, lived 
up to its promise. | 

Certainly from the standpoint of the trust 
companies we would like to use it more because it 
does reduce our problems somewhat for smaller balances 
in estates. 

COMMISSIONER BROWN: Could I clarify a problem 
there, at least my understanding of it? Do you mean 
when the units are down it is difficult to switch 
from bond units to equity units or do you mean there 
are problems trading within the funds? 

MR. BEAN: Among. Money on hand within the 
common trust fund, money goes out but undoubtedly 


monies coming in become very difficult. You cannot 


Z nwt 


amortize HO ere so that your monies coming in will 
show a very low actual return on the money at the moment 
taken at a current rate without amortizing. 

COMMISSIONER BROWN: How about trading within 
the fund? Do changes in price values inhibit your 
trading within the fund because of a book value situation/ 

MR. BEAN: To some extent but I do not think 
really to the same extent as it does in an individual 
estate. 

COMMISSIONER BROWN: So to some extent this 
overcomes your accounting rigidity? 


MR. BEAN: But it does not overcome the basic 
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problem of making it difficult where there is a conflict 
of interest in bringing in new monies into the common 
trust fund and it is something which I do not think 

was foreseen at the time but it is an operating difficult 
which I do not. think anyone has a solution to as yet. 

THE CHAIRMAN: You have not found a solution 
to it? 

MR. BEAN: No. 

THE CHAIRMAN: It is the sort of technical 
difficulty you mention? 

MR. BEAN: Yes, it is just the old problem, 

Mr. Chairman, of life tenants and remaindermen. 

THE CHAIRMAN: But in satan that the pool 
trust funds are used to some extent? 

MR. BEAN: Yes, and I believe that most of them 
are growing slowly, the ones which are used. It has 
not lived up to its promise. 

THE CHAIRMAN: How are costs allocated in the 
case of a pool trust fund? 

MR. BEAN: There are no costs as far as the 

pene f. 
dissipating trusts in the estates are concerned. We 
obtain our remuneration in the cases where -eur monies 
have been invested in the common trust fund from the 
monies in the prticular estate itself so that on the 
trust fund itself there is no cost whatever. 

THE CHAIRMAN: One problem that sometimes 
arises is the voting of common stock where common stock 
is held. for trust funds. Paragraphs 2.39 and 2.40 
mention that. Apparently the trust companies support 


the existing management or the status quo. As a rule 
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that is generally done, isn't it? There may be some 
occasions when there are departures from that practice. 

MR. HODGSON: There are times when contentious 
matters come up but generally speaking at the regular 
general meetings that are carried on where contentious 
points are not brought up support is given to the 
existing management. There are situations that arise 
from time to time where we take a position of -- 
before taking a position we discuss the matter with 
people for whom we are acting, the beneficiaries, or 
in the case of pension trusts with interested people. 

T do notthink actually that we have taken 
an important position with respect to the holdings 
that we hold in this respect. It has been discussed 
and considered , I am sure, in every company, the 
responsibility of the trust company in having the 
opportunity of voting the proxies. We attempt as 
pest we can to keep in companies that we think are 
well managed. I would say there is, however, not a 
full and complete interest to the point that we might 
all like to take in the position of voting the common 
stocks in companies. 

THE CHAIRMAN: Times may arise where you would 
take over an estate which has some shares in a company 
which is in a bad way, and maybe some proposal of 
re-organization or something of that kind would bring 
on a proxy fight arising because of the decline in 
the company's affairs. Then you might be in a position 
to take a decision as to how you are going to vote, 


one way or the other, the shares owned by an estate. 
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I suppose you take the position that you do not have 
to vote at all? 

MR. HODGSON: Yes, that is possible or one 
could take the position of selling the securities. 

THE CHATRMAN: Rather than have a re-organizatian 
brought about which may increase the values? 

MR. HODGSON: This is a possibility. On the 
other hand the reverse is also a possibility. 

THE CHAIRMAN: Where a situation of that kind 
occurred you have problems that are a little different 
than your ordinary investment problems? 

MR. HODGSON: Yes, that is correct. 

THE CHAIRMAN: And considerable knowledge of 
the particular business in question is required? 

MR, HODGSON: That is correct. 

THE CHAIRMAN: What does the trust company do 
in a case of that kind? Do they usually command an 
investment staff who would be able to deal with almost 
anything of that kind or how co you get the necessary 
information to enable you to make up your minds? 

MR, HODGSON: We attempt as best we can to 
get, or to get access to all of the information that 
we can before making a decision. Having got such 
information from regular sources, statistical sources 
and also asking questions and trying to get some 
information, the question again would be brought 
before the investment committee for approval or discussion. 
We are all very sensitive to any conflict of interest 
that may come about in handling a situation of this 


kind. Our basic position, however, where we hold 
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investments for the benefit of others is constantly 
for the benefit of those individuals for whom we are 
acting. 
There are times when this does arise but I 
think from the point of view of engaging in one side 
or the other in the event of a proxy fight I am inclined 
to think that we might more normally not engage. 
COMMISSIONER MACKINTOSH: If there was a fight 
between the management which had been extremely 
conservative on dividend. policies and another group 
trying to get control to raise dividends your inhibition 
of the life tenants and the remaindermen would re-emerge? 
MR. HODGSON: I agree. | 
MR, PEMBROEK: Mr. Chairman, I would like to 
amplify that statement of Mr. Hodgson's. In my own > 
company we normally from individual clients obtain 
authority from them, sufficient authority to give 


proxies as and where they are deemed desirable. 
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In.the normal course of events at a company 
meeting, unless there is something that we know is 
controversial which is coming up, that proxy would 
be given more or less automatically. However, where 
there is a reorganization or a proxy fight our procedure 
is quite different. 

You mentioned, sir, the example of a company 
that is known to be a in a rather poor way. We maintain 
our own research department and through the channels 
that Mr. Hodgson has mentioned, or by direct contact 
with the company, we try to get full knowledge of what 
is going on. If a reorganization is suggested, that 
is considered immediately we know about it by the 
investment committee. The investment committee then 
makes a recommendation supported by all the available 
data and that, if necessary, and usually it is deemed 
necessary, goes right to the executive committee on 
our board which meets at least once a week. 

In those circumstances we do not hesitate 
at all to take whatever stand we think necessary. We 
will, if necessary, give proxies against the company. 
If there is a fight in respect to something which we = 
think the manager is not acting in the proper way 
we will do that. After that we will inform our 
clients as to what we have done or, if time permits, 
ask their authority, but we do not let it go by 
default. 

MR. BEAN: I would agree with Mr. Pembroke, 
Mr. Chairman, that many of the companies would follow 


a procedure roughly similar to that in which you use 
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1 all facilities at your command to find out precisely 
2 what is going on in that company in that sort of a 
3 Situation and take some positive step to right it one 
4 way or the other. It may be when you finish your 
5 investigation, as Mr. Hodgson suggested, you will sell 
6 them completely because it is hopeless. That is only 
7 after going through every avenue to see what are the 
8 prospects of doing something about it. 
9 COMMISSIONER LEMAN: I would like to get a 
better idea in respect to what you base this statement 
made in paragraph 239. a refer to that part where you 
suggest it would probably be beneficial if corporate » 
investors played a more dynamic role in relation to 
the corporations in which they-have important investment 
interests. What makes you feel that that is probable? 
Let us take one example. You explain later that in 
the case of special circumstances where you hold a 
very substantial sotck interest in a company, you say 
it is then usual to have one cf its own officers on 
the board. Supposing that through the management of 
a thousand different trustee accounts you found yourself 
with a substantial stock interest. Would the trust 
company do anything in order to get a member of the board? 
MR. PEMBROEK: If you refer to listed companies 
with stocks of very wide distribution I would say the 
answer is normally no. If you are referring to a small 
privately owned company, the answer would be definitely 
yes. 
COMMISSIONER LEMAN: What are you referring to 


when you say it would be beneficial? Is it beneficial 
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1 in the sense that having a member on the board you 

2 might be better informed about the business of the 

3 company in which you have investments for a large 

4 number of accounts? 

5 MR. PEMBROKE: I believe that, sir. Possibly 
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you might be in a position to help the company to find 
a solution to its difficulties. If one felt that the. 
difficulties were not such that the investment should 
be completely jetisoned, then a representative of a 
very large shareholder might play an important and 
constructive part in setting things right. We do not 
as a general rule, and I think I speak for all trust 
companies as a whole, attempt to, let me say, force 
ourselves on the board of the larger corporation. From 
time to time we are invited to go on to them because, 
presumably, the company thinks we have something 
constructive to offer. 

MR. HUNGERFORD: I agree, Mr. Chairman, that 
is rather a difficult clause to interpret. 

THE CHAIRMAN: I could not hear you. 

MR. HUNGERFORD: I think it is a difficult 
clause to interpret. I think as far as listed companies 
are concerned, and I am repeating perhaps what Mr. 
Pembroke said, one could take an example; take Nickel 
or Moore; I do not think this applies to these companies. 
We cannot take a dynamic role. We know those companies! 
directors and what is going on. We avail ourselves 
of the information about these things from time to 
time. It is unlikely that we are going to take a 


dynamic interest in that regard. So far as the small 
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companies are concerned, of course, we are interested 
in those and usually we have someone on the board. 
That is, if it is a small unlisted company. 

I think this is a rather difficult clause to 
interpret. I agree with you in that. 

THE CHAIRMAN: In paragraph 133 you mention 
the conflict of interests which might arise because 
of interlocking directorships. How do you resolve 
these conflicts where an individual is a director of — 

your company and also a company in which you have some 
investment? Perhaps you might give some sort of an 
example as to what sort of situations arise which 
bring about a conflict of interests under these 
circumstances? Have you some information on that? 

MR. HODGSON: Well, probably I could start 
off by making a general statement and then perhaps 
one of the heads of companies might wish to make an 
observation. 

With respect to the investment department and 
the people responsible for making the investment 
recommendations, to my knowledge there has never been 
any influence directed toward the investment department 
either to buy or not to buy any particular security 
because of such a situation. This is what I think 


"meticulously observed". If any other set 


is meant by 
of circumstances were enforced I think that we would 

not be doing the job that we all want to do and intend 
to do. In other words, making the investment recommend- 


ations on the merits of the securities. 


There may be situations which arise where a 
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1 director may be on a trust company's: board and his own 
2 company may be in the process of issuing securities 
3 on the market. We would determine to buy or not 
4 to buy such securities on the basis of their merits, 
5 as we understood them. There oe be other examples 
6 that can be given. | 
7 COMMISSIONER LEMAN : eae an example in 
8| paragraph 240, and you end up by saying that it 18 
o|| irrelevant»that. the: trustee. is taking, two different - 


10 positions. I have a little difficulty with that 


11 statement. 
12 MR,.BEAN: -.I think that is the one where we migh' 
13 be involved in preferred shares. and common shares of 


the same company in Astfesent-estates. Each estate 
has a PP ener one ces rae a protect. You iia vote 
against yourself in one and for yourself in the other 
one. | 

COMMISSIONER GIBSON’ This must be extremely 
difficult. Are these usually two atfferent people? 

MR. BEAN: ‘There may be two different estates 
involved. 

COMMISSIONER GIBSON: But are two different 
people erp other in the same trust cotipany? 

MR, BEAN: It may be that the sae Liciicaenh 
department seieioa oii hairpin tie eins and against the » 
other because of two different. estates. You have to 
look at them as. two separate entities. We are advisors 
to the two participants ree struggle. 

COMMISSIONER LEMAN: You say it ie irrelevant; 


irrelevant to what? 
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THE CHAIRMAN: I do not quite follow you 
there. You say there are two people voting. That is, 
you have preferred shares and you have common shares, 
and some representative of the trust company casts 
a vote on behalf of the preferred shareholder and either 
he or somebody else casts an opposite vote on behalf 
of the common shareholder. 

MR. BEAN: Yes. 

THE CHAIRMAN: ‘One cancels out the other? 

It may not cancel out the other because it depends upon 
the number of shares in each category. 

MR. BENSON: To hexukengii I think surely 
it is irrelevant to the business consideration and the 
penefit of each of the two trusts as to what is going 
to result by such action by the trustee. If we had 
trust A and it had preferred shares and there was a 
proposed reorganization in the making and we decided 
it was against the interests of the preferred share- 
holders we would vote against it. If we had a common 
shareholder and not a preferred and our decision was 
the same, we would vote accordingly for the common 
shareholder. Mr. Leman, we have two trusts and we 
have to votein this case according to their best 
interests. Surely the question regarding the fact that 
we happen to be the trustee in each case is sobelevant. 
We consider the situation solely on the basis of 
best interest to those two beneficiaries. 

COMMISSIONER LEMAN: You mean it is irrelevant 
because you are doing what he would have done if he 


had been there in person? 
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1 MR. BENSON: Exactly. 
2 MR. PEMBROKE: We are doing what two separate 


3 trust companies might do. The fact that there is one 


g person, if you like, acting as trustee in both cases 

5 is irrelevant to us. We consider each element on its 

6 own standards. 

7 | COMMISSIONER LEMAN: I was just worried because 


8 just above that statement you imply that it would be 
9 beneficial if you could play a dynamic role. In such 


10| © a case your dynamic role would be inhibited a little 


11 bit. 
12 MR, PEMBROEK: Not necessarily. For exampte, 
13 if a man were a director of the company, he would not 


i4 report it himself. The policy of the trust company 


15 in respect to voting or not voting for the reorganizatio 
16 of a company and our procedure, has already been 

17 explained to the Commission. The directors of a trust 
18 company, for example, might determine the general 

19 investment trend and the general investment policy 

20 of the company, “but the actual decision as between 


21 investing in company A and investing in company B 


22 rests with the officer. The directors do not attempt 


23 in my experience to interfere in that type of decision. 
24 MR. FARIBAULT: Perhaps I could give you 
25 another example. It does happen that an estate owns 


26 the majority of the common stock of the company, and 
27 the trust company also in’ their accounts owns minority 
28 shares. You are faced with a decision as to whether 

29 to sell the majority shares to seombody who is not 


30 offered the purchase of all of the shares and you have 
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got to make a decision as as tPaete’ of the majority 
stock as to whether you are going to accept an offer 
without it being offered se the other estates that you 
have, as though it were offered to all of the wWadeLt 
holders. This is something you have got to do. This 
might be the reason why you are not so keen on playing 
a big role as a director of the company, because in™ 
this case if you are a director you will be caught 
within a conflict of interest. That 1B0" ab a director 
in your relationship to all of the shareholdeys ‘you 
tend to think the offer should have been made to every- 
body. If you are not a corporate director then you 
can decide that you will sell the majority stock 
for the benefit of that particular estate. 

THE CHAIRMAN: That I suppose is not really 
a conflict of interest in that sense because it is 
a question of voting certain shares owned by soebtain 
estate in a way that is to the advantage of that estate, 
and that can be done. There is no conflict of interest 
about that. The trust company could have that done, 
and the trust company could also have the opposite 
done with respect to the other shares, and so on. 

MR. FARIBAULT: The question I have te: aie 
is not a question of voting, it is a question of selling 
or buying. If the trust company has one of the members 
as director of the company, then he would feel inhibited 
because he would say, should we insist that the offer 
be extended to all shareholders, or should we decide 
to transmit it merely to the majority shareholders 


of the stock. 
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THE CHAIRMAN: Yes, that is what I meant. 

COMMISSIONER BROWN: How do you resolve a 
conflict as between different departments? For example, 
you are operating a pension fund for a company and it 
so happens that you are also trustees for the first 
mortgage bondholders in the same company, and these 
are different departments in the trust company. The 
company gets into difficulties so you are going to 
have to be nasty to them as a trustee for the bond-~ 
holders: but you still want to be nice to them because 
of the pension fund connection. How do you resolve 
this sort of conflict? It has not arisen as yet, and 
let us hope that it does not arise. We are dealing - 
with this on a theoretical basis. How do you suggest 
that you would solve this difficulty? 

MR. BENSON: There is no conflict there. As 
a matter of fact I think the conflict term should 
be used only where it is a question of conflict of 
the trust companies personal interest. 

The business of administering in respect to 
different interests is almost routine in trust company 
offices. I refer to the interests of one company and 
another company. The sort of situation that Mr. Brown 
vaters to would actually create no serious problem 
that I can see. It is true that we are the agent for 
a company which has an established pension fund, but 
we are merely the agent, and in the other case we are’ 
representing the beneficiaries. Our duties as trustee 
are perfectly clear. We could not for a moment consider 


what result that might bring in respect to our relations 
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with the company. din fact, cases have occurred I 
think where trust companies have lost the goodwill 
and profitable business of a company because they have 
had to act to represent trusts and beneficiaries 
adverse to the interests of another principal. 
THE CHAIRMAN: Well, on the other hand, if 
you have a director on the board of a company where 
a conflict of interest arises, and if he has to 
determine which way he is going to vote and by doing 
so highly affect adversely one of the interests in 
the trust, whatever it might be, that does become 
a conflict of interest and I would think that either 
he should not vote or he should not be a director at all 
MR. BENSON: I cannot recall such a situation 
arising, but it is a personal conflict for the director, 
and he is very conscious, in the trust business, of this 
problem of conflict, and I would think he should 
certainly take no part in a decision of that sort. 
THE CHAIRMAN: Either way? 
MR. BENSON: Either way. 
MR. PEMBROKE: The director by virtue 
of being the director represents all Shareholders. 
He would therefore vote as he saw fit on that 
basis. When he gets into the trust company he will 
not be the man who will make the decisions in respect 
to the trust companies vote. 
THE CHAIRMAN: Yes, but can he divest himself 
SO completely of his position in the trust company? : 
You are quite right, a director is a director of the 


company, but when his vote as a director of the company 
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is going to affect adversely one of the beneficiary's 
interest to whom he is responsible also as an officer 
of the trust company, is he not in a very difficult: 
position?. It seems to me that he should refrain 
from voting entirely, or perhaps it is safer for him 
not to be a director at all. I do not know whether 
that situation would arise. 


MR.PEMBROKE: He might refrain from voting 


(Page 3368 follows) 
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one way or tie other, either as a director or wats 
he has his trust company hat oft as a trust company 
officer, but no one individual ina trust company 
uabns decisions in respect to these teat. He 
might be completely swamped by ite colleagues. In 
fact, he would probably refrain from attempting any 
influence. — 

MR. BENSON: TI can give you a specific 
example; a corporate trusteeship, a very large company 
for whom we acted had two directors on our board and 
an important decision ia to be made entirely at 
our ateeratten as to certain changes in the provisions 
of or trust deed, and a special committee of the 
board was formed, but neither of owed directors, 
of course, was put on that special duauattese: One 
of these directors was asked for information, but 
apart from that fe decision of te special committee 
was made; it was referred to the board for confirmation 
and ee two directors of the company did not vote 
on the vote to confirm the position of the special 
committee. 

THE CHAIRMAN: We will adjourn now until 


two o'clock this afternoon. 


--- Luncheon Adjournment. 
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--- On resuming at 2 o'clock. 

THE CHAIRMAN: We shall now resume. 

COMMISSIONER LEMAN: I would like to ones 
just a little bit more about the corflict of interests 
area that we were discussing this morning. 

Let uS suppose that you have been able 
to resolve on. fairly well, eats question of one 
account which you admit has one interest and another 
account which has a different interest, but there 
can be cases where the corporation as such could 
have some interest that would conflict with some 
trusteed accounts, are oe not? 

MR. BENSON: Yes, it is possible. 

COMMISSIONER LEMAN: Imagine, for instance, 
some Canadian funds which would be invested in 
securities in tie a lot of your trusteed accounts 
are also invested. How can you resolve that to your 
entire satisfaction as preaber ty 

‘MR. BEAN: I shovld think that the 
2 eeepc the conflict would be minimal; surely 
we would not ee a different interest in a particular 
situation -- would not our interest be alike? 

COMMISSIONER LEMAN: z am asking you the 

specific question. Suppose you have become slightly 
disillusioned about a certain security and your 
favestment committee after careful consideration 
decided that it would be best to alent getting out 
ef. iti How do you manage that; who sells. first, 
who gets out first or do you get them out on a pro- 


portionate basis; what happens? 
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MR. BEAN : I can tell you anat ikepeae 
in our own company; the assets go out first. I 
think in all cases such as this that we would try -- 
normally it would be a similar interest, anyway, 
and we would try to be as fair as possible, you are 
not trying to be unfair or to give priority, but it 
is a problem which may well arise, but I do not think 
it is one which will arise van} frequently and on 
which there will be very much prejudice on either 
side. 

COMMISSIONER LEMAN: Well, even between 
trusteed accounts can you pick and choose or do 
you decide nat you have a pretty heavy investment 
in a certain situation that you begin to feel $e 
not ideal, can you get one account out first or the 
other account, “or do youyuhave to bring them down pro- 
portionately, or what can you do? 

MR. BEAN: I think it would depend on 
the size of the market for one thing; whether the 
market is sufficient to accept them, whether it was 
sufficient to take them faded or whether it was 
not sufficient, and then you would have to work on 
some sort of an arbitrary proportionate sales basis. 

COMMISSIONER LEMAN: You cannot be too 
specific about it, but how was this thing handled? 

MR. BEAN: I think, Mr. Leman, it is 
like a great many other things which has to depend 
upon the particular circumstances at the time. 


There is no hard and fast rule or even a rule of 


thumb which we could apply in our own company. Per- 
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haps some other company may have some definite policy. 
MR. HODGSON: No, I think the words that 
you used about trying to be patie ae true. It happens 
on the other sae as well; there may be a situation 


where vee might want to buy securities and yet you 
accounts in the amounts pint you might require, so 
you would reduce them, generally speaking, proportionately. 
I think that Mr. Bean's point is well 
taken that these things do not come up very frequently, 
but if, as and when they do you attempt to be fair 
on Jt, I think his remarks on leaning over backwards 
mean to make sure that the accounts, when we are acting 
as trustee, would get the preferred treatment to 
our own. 
THE CHAIRMAN: Gentlemen, we may now 
leave this main Subject natter which we have been dis- 
cussing for ene time being. There may be some further 
questions to be asked. J ‘ate that there are some 
of the members that have to leave this evening and 
we are particularly interested in the subjectmatter 
of banks and near banks and the guaranteed fund. 
COMMISSIONER LEMAN: In that general 
area of discussion --- 
THE CHAIRMAN: I thought you were finished. 
COMMISSI ONER LEMAN: I was on the conflict 
of interest and I was alee to ask a few questions, 
with your permission, about the position of the trust 
companies in the financial system; their relations with 


other financial institutions. 
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THE CHAIRMAN, api is all BRE, ZO Cee 

COMMISSIONER LEMAN: And there is an item 
that in discussing the brief -- and I am not absolutely 
clear on exactly what the concept of the Association 
was on this -- and that is this matter of the creation 
of credit. In one place I might qubeé your words; 
you say: 

"That this whole question with regard 

to the chartered banks hinges around 

the 8 per cent cash reserve minimum 

that is imposed on them by law." 
What do you mean by the word “hinges” on them. Do 
you feel it is due to this primary cash reserve 
restriction that the banks are enabled to create 
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MR. BEAN: JI have the Act here. T was 
looking at the whole context of the area in which 
that statement is made and I think that in that 
portion of the brief we are discussing the control 
of the supply of money by the Bank of Canada by its 
power to determine tte cash reserve, and it was in that 
context that it was stated that the chartered banks 
cannot circumvent this system as they are required to 
hold cash reserves with the central bank for at least 
8 per cent of their total deposits, and it is on 
this deposit with the bank that hinges the chartered 
bank's ability to create credit. In other words, 


they are in fact able to make loans which will 


create deposits to the point of using up or utilizing 
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8 per cent of Enea equivalent deposits, a ne 
whole question of what amounts to the 123 multiplier 
which apparently is sometimes confused with the trust 
company's ability to accept deposits in comparison with 
their capital reserves. 

COMMISSIONER LEMAN: Do I gather rightly 


that you make the point in the brief that the chartered 


‘eo 


banks can"create credit" and the trust companies canno 


is that your basic position? 


MR.BEAN: Our basic position is crak in 
dealing with the word Noredit" particularly that we can ae 
cept funds ehoae nadie and invest those funds. This 
question of -- and I think we use it in the brief -- 
the definition of “create credit" is not fully under- 
stood between any of us and sherefore we are stating 
our situation in the simplest terms possble., and I 
would have thought that if in your minds that creates 
credit, then that will be the position. 

COMMISSIONER LEMAN: This is a rather 
important point and I think it is worth discussing 
a little bit.. I would like to know if it is basically 
your position that the chartered banks create credit 
in a sense in which we understand the trust companies 
do not? 

MR. BEAN: I think our point is that we 
do not create credit in the same way as the chartered 
banks and that we simply receive deposits and invest 
those deposits. 

COMMISSIONER LEMAN: All right. Now, 


let us take any individual chartered bank; does it not 
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receive deposits and invest them? . 

MR. BEAN: Yes, I was speaking of the 
chartered banks, Mr. Leman. Speaking of the banking 
system as against the individual trust company. 1 
think that the whole thing is -- I think we all 
understand that it lies with the fact that everything 
gravitates back into the bank system as against an 
individual bank. Individually there is a little 
Similarity, I agree. 

COMMISSIONER LEMAN: So, it would not 
be quite right to compare one individual trust 
company with the whole bank system? 

‘MR. BEAN: No. 

COMMISSIONER LEMAN: Any more than it 
would be right to compare one bank with the whole near 
bank system, so is there anyone among your group who 
is pieseréa to take the opposite side of this argument 
and say that the trust companies to some extent do 
create credit? No one will support that position. 

MR. BEAN: I think again it depends upon 
the definition in that context, Mr.Leman. I think 
there are some who would in a very limited way agree 
eee what you have said, that perhaps to some extent 
what we do has the effect of depending upon definitions 
again and of increasing, Shall I say, the supply of 
accessible funds; that is an awkward Way to pat it, 

I agree. 
COMMISSIONER GIBSON: I think it is reasonabl 


to point out that there has been another study of 
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this trust fund credit made. 

MR. BEAN: Yes, I agree with that. 
recognize in the preparation that that was done and 
it is possible that we did the same thing to some 
extent, but you get so involved or one becomes so 
involved in definitions that we have thought it would 
be better, frankly, to try to state our proposition 


and our operation in the simplest possible form and 


let those who are the real experts on this decide 
whether it is correct. It depends on definitions 
all the way through. 

COMMISSIONER BROWN: We have to decide 


whether we agree with your brief or the study. 
I think you will. 


MR. BEAN: 
COMMISSIONER GIBSON: That is the conflict. 
MR. BEAN: The study is not necessarily 
our view and Liebe the certainly some of us who lean 
towards the thinking to a very limited extent. 
It seems to me 


COMMISSIONER GIBSON: 
that what Mr. Leman says is quite appropriate under 


the circumstances; at least we should use the same 
definitions and then we can agree what we are talking 
In that regard you emphasize the 8 per cent 


about. 


ratio of the banks, and that is an 8 per cent cash 
ratio, and when you are talking about the 123 multi- 


plier, do you think the situation With regard to banks 
creating credit would be any different if there were 


no cash ratio, the multiplier might be the greater? 
Yes, that is right. 


MR. FORTIN: 
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COMMISSIONER BROWN: If you were permitted 
to put 8 per cent into the Bank of Canada would you 
then be able to create credit? 

MR. FORTIN: Looking at the picture as we 
do, we are somewhat simple souls in the theory of 
banking, whatever “banking” means. 

THE CHAIRMAN: Perhaps you do not. know 
whether you are carrying it on or not? 

MR. FORTIN: .I do not know what it means. 
However, to examine ae we do; Jc Dokes has money 12 
his pocket; it is part of the money deposits as it 
is now defined. He has money on deposit with a 
chartered bank and that is part of ae money deposits 
an presently defined. We prevail upon Joe Dokes to 
put his deposit ie, a trust company. If itis money 
that he ae on deposit ee ne bank, he takes it out 
and he gives it to He trust company. We have created 


nothing as yet. The really creative position was 
the fact that Joe Dokes saved that money and he 
had 2b, | 

Now, in our aes we immediately turn around 


and redeposit that into a bank because that is alluwe 


can do with it. The banks must at all times receive 
all the money that there is, and all that has happened 
in the example I have quoted is that the liability 
of the bank has become one to the trust company instead 
of one to Joe Dokes. 

COMMISSIONER GIBSON: But something else 


has happened; you have a deposit on the part of Joe 


Dokes with the trust company and it was a liquid asset 
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as far as Hiatt is concerned. 

MR. FORTIN: It was a liquid asset also. 

COMMISSIONER GIBSON: The otter liquid 
asset is there, too. 

MR. FORTIN: In the hands of the banks ; 
we not being able to loan or invest anything but that 
which has already been created and redirect the flow 
of that deposit towards loans where there already has 
to be some security lodged for it. We cannot invest, 
for example, bo & loan against the creation of invento 
The person whom you make the loan to must have already 
in his possession some assets, and if you call the 
loan he has to take the asset he has already created 
and give it to us. If w emake him a mortgage loan 
LO “isin respect of a property he has built or is 
about to build. In other words, we direct that money 
into a field entirely different than the banks pdditise 
of the limitation on the type of investments we can make 
Admittedly we do direct tte flow of that money to | 
revenues of investment. We, in effect, borrow the 
savings and we direct ened! If we take the deposit, 
the depositor with us also retains the right to direct 
that flow. If we do it by way of a term deposit, 
within the limit of that term the depositor cannot 
get that money out; he is out of it for that term. 

Now, I do not know Phat any of us would 

deny Lat we do direct to what use the money we 
get is put to. I do not think we are in a position 
to create money or create credit in what I would call 


the unsophisticated sense, because we think that the 
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neti a has ee ed gee given to bhe man whe deposited 
the money. We think that the limit at the present 
time is 123 times the paid up capital and reserve. 
It is not limited to the amount of our deposit 
Miability, ee on the banks . dia matter what we 
do, oe ‘Selatan of our uartoneagi rag a ibe as ag must 
accrue into the banking ofa iaiay ee the banks a i 
no depletion of any of that money because we as 
trust companies put it there. 

pee you mean by the ereation of credit 
the ability to direct the flow of savings into 
SerbAsB avenues of investments; we can do that; that 
is the very nature of our eather tne a the funds from 
the public and then we aBress it out to certain 
specific types of investment. 

COMMISS TONER GIBSON: Is not that basically 
what banks do, though; direct the flow of funds chat 
come to their hands? 

MR, FORTIN: I think that the banks are 
in a very favourable position; they must get all of 
their money out of it. We cannot. We can only 
get that money which we are able to obtain by paying 
for an extra rate of interest, if you like, and it 
does not automatically flow to us, whereas when the 
Bank of Canada deals with the money setup, if it wants 
to increase the money supply there is no way to prevent 
the banks from getting the advantage of it, whereas 
it is never sure that the trust companies can ever 
get any benefit from it. 


COMMISSIONER GIBSON: You mean that some 
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banking will feel the increase in deposits that actuall 
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MR. FORTIN: The banking system as a whole 


2 
occurs ? 
3 
4 
Will get it. 
' si 
COMMISSIONER GIBSON: But the whole 
: 3 | = iA 
| financial system gets a crack at it; is not that the 
; r 5 ie, 
idea of this, to get your hands on the deposit? 
8 
MR. FORTIN: It actually gets a crack at 
9 : - s : 
it to the extent that the seller will deposit that 
money with the trust company, and to the extent that 
you can prevail upon it, it does not make any difference 


whether the result that arises from it i8 the action 


by the Bank of Canada or the deliberate switch by a 


depositor from a bank or a trust company. 
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ee ge 
The banks can sit very nicely back quite sure that the 


money supply in the hands of all the bankers will flow 

to them. We are not in that position because we can 

only take as much of olive was passed by, and we 

in turn are bound to put it in the bank. We can't do 
anything else with it, and from that point of view we 
think there is a very considerable difference. In effect 


we view ourselves in the same way as any other borrower. 


9|When an industrial corporation sells assets and the 


public buys them, the corporation directs the flow 
of that money. We think we do just the same thing. 
COMMISSIONER GIBSON: Of course, there are a 
lot of banks think this is what tlaveark doing. 
MR. FORTIN: Well, it is an area which I 
gather from some reading where there seems to be 
quite a bit of difference of opinion as among the 
economists and writers as to what is this creation of 
credit. and what is this money supply, and how you should 
control it, and so on, and you will recall I predicated 
my remarks by saying we are simple souls in this theory, 


and we in effect borrow the money that exists and 


direct this flow. 


THE CHAIRMAN? You are not unique in being 
the simple souls: 

WR. FORTIN: We are bewildered by ali this 
theory. 

MR. GREGORY: We only haye the number ef deliars 
thatowe set from depesiters with us: We eannet inevease 
EAgt BY Ravine th ait withous == F think that Lethe 


eggenge gf the difference. 
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COMMISSIONER GIBSON: You could increase it 
by attracting away deposits. 

MR; GREGORY: Yes, we can go after more 
deposits, but if we get $X on deposits, it is only 
$X we can invest in mortgages or bonds. It is not 
124 times X, or even 6 times X. 

COMMISSIONER GIBSON: Some of you gentlemen 
are comparing an individual trust company with the 
individual banking system, which is not altogether an 
appropriate thing. 

MR. GREGORY: Take all the trust companies 
together -- it applies. | 

COMMISSIONER GIBSON: If you take them 
all together the trust companies have some flow-back 
in the transactions too -- certainly not as much as 
the banks, but they get some of the funds back as a 
whole system, and after they are paid out they get 
their shares. 

MR. GREGORY: But we nave to put every dollar 
we get first of all into a bank. There is the 
difference -- another difference. We do it through 
the banks; we operate through the banks the same as 
anyone else. 

COMMISSIONER BROWN: Let us say one trust 
company getsia deposit from somebody and they lend 
the money out on mortgage: That money is received 
by somebody and re-deposited in another trust company, 
and it in turn lends it out again. 

MR, GREGORY: And that trust company puts 


4t into a bank. 
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Valhei 


A ag/ ie dommtss ToNER BROWN: “And it comes back tin ai 
2) another trust company's Isn't there a multiplication 
factor there? eee rene 

WR, FORTIN: Well, the firet thing the truat— 
company does is. put that ameney. the same day or the next 
day into a bank; and then at ee | cheques against 
this bank account: | | | 

_ COMMISSTONER BROWN: “And it goes back into 
another snes pompely 

MR, FORTIN: Fhe AL, cad 

COMMISSIONER BROWN: What I was saying is, 
Iwas bringing out Mr, Gibson's point. to the extent 
it does come back into the trust company system; there 
is a multiplication factor taking ver nee | 

MR, FORTIN: I suggest to you the extent that 
money or deposits get into: the hands of all the trust 
companies, it ultimately all gets pied hands of 
the banks. | 

COMMISSIONER BROWN: But meanwhile the use of 
that money has been multiplied several times, hasn't it? 
MR, FORTIN: No. | 


MR, BEAN: I think Mr. Brown's assumption is 


correct, but I think the assumption may be questioned --- 
orrect,: 4 - COMMISSIONER BROWN: Iet us agree it is 
invalid to assume it is always coming back to a scat 
icompany oO assur 7 ot ae i 
companys MR..BEAN:. I wound, agree with you that there 

is some etémerit in at ‘to a very small: extent, almost 


an infanatesmnal aktents” "+0 which it may be re-deposited 
5en to whic ve re-de 
an traseiceapanies:° Tere may be sdme element of it therg 


element 
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COMMISSIONER GIBSON: Isn't it dependent on 
the size of the trust company system compared to the 
banking system? 

MR. BEAN: Yes, and the internal one -- it 
is internal more than basic size. 

COMMISSIONER BROWN: And because of your 
savings accounts you are concentrating on you are not 
going to get as much of the normal flow as if it was 
current? 

MR. BEAN: That is right, and it is an entirely 
different operation, really. It has a great many 
similarities, as we agreed at the start, but what we 
do with the money certainly has a bearing on it, 
and nine times out of ten it is dispersed out of our 
system -- more often than nine times out of ten; in 
almost every case it moves out of our system immediately. 


There is some element, but it is a minute one when 


_ compared with that which lies in the banking system. 


MR, FARIBAULT: I think the size of the 
limitation is not stressed enough. If you go to 
the first page, paragraph 1, you must realize we are 
not entitled to — any more than 124 times our 
capital and reserves, and of course, our company funds 
are $185 million at the present time. We hold $1,419 
million, but our maximum would be $2,320. So, within 
$9 million that is all that comes down to the system. 
Everything else must go through the banks. This 
limitation is absolute; you can't say if you can get 
more and more and multipy -- there is just a ceiling 


which we cannot go beyond. 
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COMMISS TONER GIBSON: Tnless you increase 
your capital? 

MR. FARIBAULT: Yes. 

COMMISSTONER GIBSON: This applies to other 
financial institutions. There are other habits and 
regulations about capital. | 

MR, FARIBAULT: Yes, but what about the 
banking system? : 

COMMISSIONER GIBSON: They have some habits. 

MR, FARIBAULT: Well, we have some habits 
too, the main habit being, actually, we are investing 


immediately dollar for dollar and we don't make personal 


loans. 


COMMISSIONER GIBSON: TI thought you were 


talking about capital ratios. 


MR, FARIBAULT: No, this is an absolute 
limitation , 

COMMISSIONER GIBSON: And I was pointing out 
that other financial institutions have to look at their 
capital positions too. 

MR, FARIBAULT: Yes, and that is very good, 
but what I want to stress is that there is an actual 
ceiling which you cannot go beyond, and this is the 
limit. 

COMMISSIONER BROWN: In the over-all picture 
at the moment the ceiling is not effective, so it is 
not relevant to this immediate discussion. It is 
a separate point, and I think this is one of the points 


in your brief, that you want to avoid the confusion 
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1 between the 124 times of your capital dandreserve and 
2 8 per cent banking reserve, and if we keep them separat 
3 I think we will avoid the confusion , because it does 
4 not enter into it at the moment. 
5 MR. FARIBAULT: To the extent you cannot go 


6) beyond that, anyway. 


7 COMMISSIONER LEMAN: This will change the 

8 subject a little bit. In paragraph 553, starting first 

9 with paragraph 301, through this chapter you make 

10 quite a point of the trust companies being interested 

11 in ey true savings. You seem to make a difference 
12 between something that would be true savings as against 
13 -- well, not true savings, I suppose. Then, a little 


later you attach also some importantto: having good 
clearing facilities for chequing deposits. What do 
you have in mind when you talk about true savings? 
Do you mean longer term savings? 

MR. BEAN: I think we mean longer term savings 
with, what has become customary to Canadians, a gimick; 
that is the privilege of chequing. It seems to me 
that the Canadian saver has been spoiled over scores 
of years, really, as against savers in other countries, 
and been provided with something which is now almost 
what you think of as a right even in respect of true 
Savings. In other words, people who want to keep 
their savings pooled in one piece and be able from time 
to time to reduce that piece through writing cheques 
against. it, and this is something which is almost 
peculiar to the Canadian economy, and they have always 


had that privilege of being able to cheque against 
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their savings accounts. That is something which 
we think has encouraged savings and is an essential 
part of it at the moment. 

COMMISSIONER LEMAN: Would you admit to a 
certain amount of defeat in this because in paragraph 
334 you say you want true savings and you describe 
the current account use of deposits, and yet in 
336 it seems to me you say that chequable deposits 
are much the more popular type of deposit amounting 
to 70 per cent in value of Saeki deposits. Your 
efforts to attract what you call true savings have been 
frustrated a bit, or what? 

MR. BEAN: To answer your question, I think 
that the true saver in Canada, the person who wants 
to save his money, prefers to keep it in one packet 
if Séasibte and be able to combine in his true savings 
account the capacity to write occasional cheques -- 
not tooperate it as a current account, but to write 
occasional cheques against it a ae that right of 
access to his money from time to time in that way, 
and it is a combination of the two. It is something 
which has been added in this country and which I think 
would be very hard to take away, cals ts an essential 
part of the thinking of most people who keep savings 
accounts. | 

COMMISSIONER LEMAN: In other words, in these 
deposit accounts, in ertect, are mixed longer term 
savings and their very short-term temporary savings? 

MR. BEAN: That is right. They are kept in 


one piece -- one packet. 
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COMMISSIONER LEMAN:..This is some insistance 
also made.on-the fact that,even in the. demand deposit 
field.you consider .these to be trust -- there is a 
trust feature connected with them. I am not too clear 
in what sense the trust feature has any importance 
here.s...1t-is argued.also in Mr. Faribault's brief. 
Isn't the trust feature of it pretty well killed 
in that field? 

MR, BEAN:.. Well, to answer that maybe I 
will.say. -that..the trust feature exists in the account 
for the funds or investments -- the securities and 
mortgages and other assets held on that account are 
actually held in trust for the depositors and are 
not the property of .the company,.itself. »- Conceivably, 
Lf anything would happen to the company itself these 
assets would ..be. immediately available to the depositors. 
So, there is, in effect, a,trust... Thestrength of 
that is weakened somewhat by the fact they are also 
relying upon a guarantee ana *hey would, in effect, 
also have access to. the. company's own capital and 
reserves to the extent they were not required by 
other creditors. should that take place, but there is 
a trust and.it does give some added protection. 

THE CHAIRMAN: I must say I am having some 
difficulty appreciating that, position. You receive 
a. deposit. of money.and in return for that you, in = 
effect, promise to pay that amount or any part of it 
upon -- perhaps not on demand, but after certain 
notice --- a couple of months, or whatever it may be. 


Then you take. that. money and you invest it in longer 
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term securities as a rule, don't you, and everything 
becomes mixed up in one pot, as it were. Where is 
the trust in that particular custom? 

MR. BEAN: To use your words, Mr. Chairman, 
the pot is the trust. All the collective deposits 
received in trust are in, as it were, one pot which 
has longer term securities in it. 

THE CHAIRMAN: Yes. Well, one of the customers 
can come to you and say he wants to withdraw his share 
of the pot upon certain notice, and he is entitled 
to that? 

MR. BEAN: Right. 

THE CHAIRMAN: And it may be that you have 
to sell some of your longer term securities to provide 
for that or you may have other reserves available, 
as the case may be. Then the other depositors are 
left in the position of having what remains; nobody 
has any particular hold over any particular share 
of that. It is all an indivisible aggregate of 
money that comes in fron.all sources and can be with- 
drawn from time to time at a moment's notice. No 
single depositor has any claim to any particular 
assets or anything of that kind? 

MR. BEAN: But as a group they have a claim 
against all the assets which are actually held and 
held separately for that group in our own accouting 
and in our own custody of the securities and custody 
of the bonds. 

MR. BENSON: The same is true of a pension 


trust fund, a common trust fund, an investment fund: 
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In each case it is a collective trust where the number 
of interests are pooled and the assets held in trust 
for the benefit of all. 

MR. GREGORY: I wonder if all the Commissioners 
realize at the end of each year a trust company has 
40 take all their funds received from the public and 
balance them against the assets protecting those 
funds? In that sense it is very very held in trust. 
They must balance, and until a while ago you actually 
had to segregate those physically; you don't have 
to do that now. What is left over are company funds. 
Every trust company has, then, two very different 
segments in their money which they handle: Their own 
company funds, comprised of their capital reserves, 
and the guaranty funds which come from the public 
and must be segregated and have assets dollar for 
dollar held against them to provide for the re-payment. 

THE CHAIRMAN: All right. Assuming that is 
a trust, or whatever you want to call te: what is the 
practical difference, in your view, between a bank 
deposit and a deposit with a trust company? 

MR. BEAN: The only basic difference, I think, 
Mr. Chairman, is the point I mentioned earlier, and 
that is in case of financial difficulty they would 
be immediately available to that group of people. It 
is like having a secured bond. 

THE CHAIRMAN: Well, is it? Suppose all 
depositors come along at once and claim their money, 
and you have got it all let out in securities of 


various maturities: What are you going to do? 
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MR. BEAN: But they are still entitled to 
the proceeds of those particular assets. 
THE CHAIRMAN: Yes, but they may have to wait. 
MR. BEAN: If they were merged together for 
something else, all the assets may be divisible 


among all the creditors. 
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COMMISSIONER MacKEEN: There is only usuall 
a very small portion payable on demand in the Meine d 
investment fund? 

MR. BEAN: Yes. 

COMMISSIONER MacKEEN: The great proportion 
are debentures or certificates. On them you have 
sufficient Mean assets in the form of bonds to cover 
the deposits pretty well or reasonable withirewa am 
id, right? 

MR. BEAN: That is right, Mr. MacKeen, 
and certainly savers have fairly Fixed habits. you 
can tell from experience what might pose b 15. be require 
in the way of cash, and you keep sufficient cash there 
to meet normal requirements. 

COMMISSIONER LEMANs: ‘An open end mutual 
economy is not a trust function, is it, or is it? 

| MR. BEAN: Well, some of them are trusteed. 

COMMISSIONER BROWN: There is a little 
i eS nd here. Perhaps you can wide hag 1 ph up 
my thinking on this. Is it not true Ena af 1% 
is a pension fund for a company that that pension 
fund is entitled to all the securities that you are 
holding one respect to that particular trust whereas, 
as far as your dollar deposits are concerned, the 
trust is only effective up tS the amount of dollars 
in LG and the thing is that the securities are segregated 
because of those dollar claims to provide an additional 
margin in case there is some loss. Is that not correct? 
In nena words, it is a trust only up to the point 


of the dollar amount whereas the other is a trust in 
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respect + sbeekris aeeteitnes or specific amounts 
of securities? 

MR. BENSON’: There is a wats of specific 
securities but all the legislation listed on page 3 
provides that in the case of guaranteed funds the 
assets must be segregated, indicated thas they are 
held on this particular trust account, the securities 
must be identifiable, the registrar can at any time 
make an examination and inspectinn and he has to 
find them and the accounts at the end of the year 
must show the assets which are set aside and identified 
to meet those securities. 

COMMISSIONER BROWN: Would you agree 
that if it were all wound up, say, at the end of the 
year and there was a surplus it would not belong to 
the members of the trust, it would belong to the 
company. - 

MR. BENSON: The terms are such. 

COMMISSIONER MacKEEN: You are farther 
required, Mr. Bean, to report that transaction to 
your board of directors, are you not, under the 
regulations in the guaranteed trust fund that you 
buy yourself? 

MR. BEAN: Yes, I think that is pretty 
well correct. It is a similar situation to what 
we had this morning in discussing the estates trust 
and agencies account and all purchases have to be 
approved by the board of directors. 


MR. FORTIN: I was going to say, Mr. Brown, 
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that the trust extends to ae principal as well as 
to the agreed upon rate of interest. Any excess 
earnings over and above that is the property of the 
company. 

COMMISSIONER BROWN: That is right. 

MR. FORTIN: But the trust extends to the 
interest as well as to the principal. 

COMMISSIONER BROWN: The point being in 
this case the cestui que trust is only dollars 
claimed and in the other case it is securities. 

MR. BEAN: Yes. 

COMMISSIONER BROWN: Now, let us deal 
With these deposits against Which you only have a 
doliar claim although you have further securities 
hypothecated, using “hypothecated" in a different 
sense. Is there a real difference between these 
bank deposits -- getting away from the legal principles |-- 
in fact is there any real difference? I should not 
say is there, what is the real difference? 

MR. GODWIN: AS I understand it, Mr. Brown, 
you put a dollar in the bank and become a creditor of 
the bank. So that is there for sharing on the winding 
up of oe bank, but in this particular trust case it 
ig not subject to any claim of any creditors but it 
belongs to i, people who deposit dollars and will 
become in fact a cestui que trust. 

COMMISSIONER BROWN: In the practical 
operation of it. 

MR. BEAN: From the standpoint of the man 


he puts the money where he thinks it is in a safe place 
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1 and how different is it to him to have his money in 

2 a trust account company or a bank? 

3 COMMISSIONER LEMAN : Yes. 

4 MR. BEAN: I-do not think very much. 

5 THE CHAIRMAN: The use of the word “trust” 
6 in the statutes and elsewhere in this connection is 

‘] rather loosely used but it seems to me what they are 


8 getting at is when the deposits in the trust company 


9 are impressed with sort of a general trust so.that 
10 those moneys, when they are used to purchase 
11 long term securities of one kind or another at various 


12 maturities, those securities all become impressed 
13 with that trust and they do not belong to the trust 


company itself. They belong to the depositors with 


the exception that if there is a surplus it does not 
belong to the depositors. I would say that is a 
very loose conception. 

MR. GREGORY: There is a difference between 
a@ loan company and a trust company. Mortgage loan 
companies of which you have some represented do not 
have to do that, and a depositor, I think, is a creditor 
of a loan company. 

THE CHAIRMAN: Well, does it make any 
practical difference? 

MR. GREGORY: Yes, you cannot assign, 
for instance, an investment oertificate, but you 
can assign a debenture. 

COMMISSIONER BROWN: But as far as the 


banks are concerned the point was brought up that they 


might be creditors of the bank. What other creditors 
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of we banks are there under the heading of depositors? 
MR. HUNGERFORD: There could be all kinds 
of others. 
MR. FORTIN: Just as amongst on wreceiae L 
COMMISSIONER GIBSON: There are not any 
other liabilities in the bank except to the shareholders. 
COMMISSIONER BROWN: We are talking about 
the operation. Except for this formality or onesie ie 
cality of subjecting these securities to this trust 
there is no practical difference in the operation 
that you can suggest? 
MR. GODWIN: Are we talking about the 
deposits fee withdrawals of money from the bank 
as against withdrawal of money fron the trust company, — 
is there any difference? 
COMMISSIONER BROWN; The savings only. 
MR. GODWIN: I do not think there is any 
difference there. 7 | 
MR. GREGORY: You cannot have an overdraft 
in an account in a trust company. 
COMMISSIONER BROWN: Banks do not like that 
MR. HUNGERFORD: The banks will allow 
overdrafts in your current accounts but not on the 
savings. We do not allow overdrafts in our savings 
accounts opin 
COMMISSIONER LEMAN: I do not think we 
need to necessarily flog this any more. 
COMMISSIONER BROWN: Except may I bring 
up one other question here that might arise. It might 


be an appropriate time to bring it up and that is in 
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view of all these operations and ther By Rod operations 
what reasons do you suggest about the banks going 
into the trust company business? 

MR. BEAN: After what they have heard this 
morning perhaps they would not want to, 

MR. HODGSON: If I may be permitted an 
observation, is your question based on the assumption 
ehat cine trust companies are in the banking business? 

COMMISSIONER BROWN: Well, let us not 
discuss it now: we will discuss it later on in another 
Context. 

MR. BEAN: One other thing before we leave 
ae question, I do not think there should be any 
misapprehension that the trust companies have just 
entered ne savings deposit business in the last few 
years. This has been something which we have oer 
steadily throughout severd years. There is nothing 
new about our being in the savings business. some 
companies may be in it more acgressively than others. 

COMMISS TONER BROWN: The secretary has 
suggested to me in view of the nae that we have 
before us captive witnesses who may not be with 
us tomorrow it might be better to discuss further 
this matter that the banks at some stage might be 
permitted to go into the trust company business like 
they do in certain other countries. What are your 
thoughts on this possibility? It is a kite and I 
would like you to treat it as such. 

THE CHAIRMAN: We have not made up our 


minds; we just want to know. 
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1 ! MR.HUNGERF ORD: They oan ate two separat 
2 fields all these years since the first trust company 

3 organized, certainly in Ontario, at aie was about back 
4 in 1875 and I think Anes economy has gone along very 


al 
(> 
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well with these two separate forms of institutions. 
We are doing nothing, as Mr. Bean says, which is 
different from what we have been doing for perhaps 
90 years or 80, or roughly 90 years, and it would 
be a new departure if the banks of this country 
embarked on the trust companies business. Whether 
that would be good for the economy or not we do not 
know. 

MR. BEAN: I do not know whether we could 
really object to it. 

MR. GREGORY: I think you would find more 
political objection to it. The howl that was raised 
after the last amalgamation of two banks would indicate 
that there would be a terrific outcry for the banks 
to have the right to do trust company operations with 
the central organization they have in the bank. 

THE CHAIRMAN: Would you like to say 
anything about fi banks controlling the trust companies)? 

MR. GREGORY: I will not because I am 
not in ea position. 

_ .THE CHAIRMAN: Perhaps someone would care 
to give their eens 
MR. FARIBAULT: I have already expressed 
myself. in writing. I do not know whether you want 
me to add pecs but I have said that I iiekais there 


are very many reasons and in so far as banks getting 
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into the trust company field is concerned I think 29 
first objection would be efficiency. I think that 
the questions you have put to us this morning show 
that actually the trust company business is much 
more specialized than one might think at first glance, 
and that it needs a great deal of time and experience 
to form a trust officer and that, secondly, he cannot 
go by general rules which would be applicable to the 
whole economy of the country; he has got to rely 
very carefully on the law in the different provinces 
where he is acting. 

This is a question of efficiency which 
is also borne out by the general principles which 
are invoked by most of the the writers on trusts. 
These writers may not object in certain other countries 
because in other countries they have a unitary 
constitution. In Canada it so happens the con- 
stitution divides the jurisdiction on the one hand 
of the bank limiting it to the federal government 
and property and civil rights to the provinces. It 
seems to me that this division is the paramount reason 
why the banks should not go into the trust business 
because since they must be governed by federal act 
they cannot at the same time be properly governed 
by a provincial act on two very different kinds of 
operations. 

If that is true, that constitutional barrier 
does exist and it has existed because it is founded 
in reason. So you have, firstly, the efficiency and, 


secondly, you have the constitutional barrier and, thirdly, 
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/ you have also ey fact that this would actually not 
2 be favourable to the public interest whether you talk 
3 of efficiency as regards the management of a trust 
4 company in each one of its facets or whether you 
5 talk of the management of a bank, or whether you talk 
6 of the general public interest. 
7 So far as the banks are concerned I think 
8 it would be very easy if the banks were to control 
9 trust companies for the banks to do indirectly what 
10 they are not allowed to do directly. You have 
11 more restrictions in the act regarding the holding 
is of real estate which the bank is entitled to hold. 
13 The same limitations do not hold good for trust 


companies under all the acts. Secondly, we have 
a restriction on mortgages. You have questioned 
us this morning about the proportion of mortgages 
that were invested in by trust companies and again 
| | = would | 

thisis something which the banks/do indirectly if 
it were doing the business of a trust company. 

In the same way -- and this, I think, 
relates to one of the questions Mr. Brown put a 
moment ago, what is the difference between the actual 
use of the deposits which are held by the banks as 
against trust companies -- in the case of the bank 
unless I am wrong, I might well be mistaken, I think 
they are using that money generally to make commercial 
loans and in the case of the trust companies they 
are not permitted to do that. 

Secondly, the banks invest in some securities. 


The kind of securities they do invest in are rather 
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of interests which may arise, 
Firstly, at the very Gapineine: when you 
appoint a trustee for the bond noldexs. because as 
you very well know the purpose of many bond issues 


is to reduce a bank advance -- 


ote a” 


ae aouast Nee. bea to stogttwa ort wort! ew rev 01 
a -- sonsvbs xned 8 soubet oe 
F 
| 
t f 1 
\ * 
et 
~~ 
| ¥ 
y Mee 
|* R 
. jar Y 
Ay 


‘. -ar 
a 


‘ yi ‘a ~~) he 
ee _ oes Be ae Ct Wa 


Nethercut a Young = 34 02 - 


Terente, Ontaria 
Secondly, because in the cases of most of the 
industrial industries which do borrow on bond issues, 
they may become in default where the trustee has to 
take possession,and there is bound to be a conflict 
between the trustee as such and the bank, because the 
bank will continue to make advances to the company, 
some of those advances may be guaranteed and others 
may not be secures. In that case the trustee must 
look to the interest of the bondholders in conflict 
to the interest of the bank. The bank holds the 
security and that is proper, but at the same time 
in realizing that security it has got to seach 
the process of manufacturing; it has got to collect 
the bill, it has to have use of the real sahinchines oh 
is occupied by the industry, and for all these things 
it needs to deal with the trustee. — The esecs 
actually is dealing with many principals but I think 
there! would be a very great danger of the trustee > 
being not impartial, which would be not good for the 
realization, and with that realization finally the 
trustee must account not only to the bondholders but 
to the shareholders of the company and to the ordinary 
creditors as represented by your receiver or your 
trustee in bankruptcy. 

Tn this case again the relationship is 
actually a trust relationship in the same way as in 
the case of estates. You must also all the time have 
in mind the interests of the income beneficiary; 
the life tenant and the remainderman. 


Then, also in the interest of those corporate 
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1 trusteeships, we must also have in mind the interest 
2 of the bondholders, but at the end, finally, those 
3 of the unsecured Reese and of the companies 
4 themselves. This makes for a really large risk. This 
5 I think would be true in so far as the trust companies 
6 are concerned. 
7 As far as the bank is concerned, I do not 
8 think it .is-quite proper for the bank to-freeze part 
9 of its assets in securing the majority of total 


interest in stock of a trust company. It would have 
the effect of freezing this part of its assets and, 
therefore, diminishing the liquidity which I believe 
is a principle which is oehce a aaaie the Bank Act, 
and which is also confirmed by the actual practice 
of the bankers. 

This is a situation which you might apply 
not only to trust companies but also. to other 
institutions, and is to my mind something which is 
not favourable to the liquidity of the bank. 

Finally you have the question of the public 
interest in general on account of the maximum power 
which would be given to the banks if they were to. 
hold all of the stock of some trust companies and 
thereby being authorized to act not only on the secured 
deposit; on the current deposits, but on the purchase 
of securities and also on the assets of all agencies. 
This is not the proper business of the bank. 

What is the proper business of the bank might 
very well be a moot question, but I think if we take 


it as just from experience what the banks are currentl 
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doing and have been doing, and what the trust 
companies are currently doing and have been doing, 
one must realize that all in all it is a very different 
kind of business. 

Now, the reverse would not in my estimation 
be as bad. That is, if the trust companies were 
to hypothetically purchase control of the bank. This 
is practically unfeasible. It is unfeasible because 
the facilities and ust tees of the trust companies 
are not sufficient to do that in any case. This is 
really by reason of the fact that all of these. assets 
of the trust companies are trust assets and are segregated. 
We could not possibly use the deposits to purchase 
shares in the bank. This is not proper investment 
for us. It is not proper investment because the 
TrusteeS Act does not permit us to do that. We would 
be able to do it through estates only, but a prudent 
administrator would be very foolish to try to purchase 
the control of a bank. What we have been doing all 
along is purchase stock in many banks because that 
diversification is something which we feel the only 
proper thing to do. 

So, in the nature of things this is a danger 
which is just a hypothetical one. If you come down 
to brass tacks the actual situation is quite different 
if a bank were to purchase a trust company, because 
the assets of a bank are much, much larger and it 
would be very easy for the bank to transfer over any 
portion of its mortgage assets and purchase the control 


of a trust company. However, actually I think that the 
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general opinion is contrary to that. 

In the United States you have legislation 
which regulates the holding of a bank stock which 
means that actually you are not allowed to go beyond 
a certain limit. These principles would apply in: 
my estimation exactly to the purchase of control by 
a bank. I would go further than that; I would say it 
would be just as improper for a bank to purchase the 
control of an insurance company, because it would 
also freeze its assets, or a finance company, for 
different reasons but also for that reason, and this 
I think is a paramount argument which goes to the 
support of the stand which I am taking at the present 
time. 

COMMISSIONER LEMAN: Mr, Faribault, how 
far would you go? What do you specifically have in 
mind; that the banks should not own or could not 
own by law any stock in a trust company, or just not 
the majority of the shares of a trust company, or how 
far should it go? 

MR, FARIBAULT: Personally I would think 
that it is not advisable for a bank to own any stock 
in a trust company. However, I realize fully that 
this may be a little stringent. I know that some 
legislation merely states that banks cannot own more 
than, for instance, 10 per cent of the stock of any 
other company. This is a matter of principle regarding 
the Bank Act as to what is the proper investment 
of funds by a bank. 


So far as the trust companies are concerned, 
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I only want to state that in my opinion this matter 
of control would be an wabpopenr ones If “control 
has been acquired in the past: banks ought to be 
ordered to divest themselves of that control. 

What is the proper figure or ratio which 
can be usedin the future; that is to say, the bank 
should not hold more than such and such a proportion 
of the stock of this and that company, or any company 
whatever, for that matter, is something which is not 
up to me to express an opinion on, I think. 

COMMISSIONER LEMAN: How about interlocking 
directorships; would you prohibit those too? 

MR. FARIBAULT: No, I would not, because I 
think in the same way as we have said this morning 
that a trustee could very easily , being mainly 
conscious of the possible conflict of interest, do 
his duty from an ethical point of view, I think there 
are definite advantages of interlocking directorships. 
I would say, for instance, that I would have no 
objection whatsoever to a director of a bank being 
a director of the Bank of Canada. This is how far 
I would go. This is not improper. There are some 
individuals who are so public minded and ethical 
that they could make distinctions and take a stand 
on this point with profit for the public. This If 
understand is happening, for instance, in France. 
There are directors in banks which have been selected 
as administors of Banque du France without any 
difficulty. | 


MR. FORTIN: Mr. Chairman, may I present a view 
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1 on this question? 

2 There has always been a close association 

3 between certain companies; certain trust companies, 

4 certain banks, certain loan mmpanies and so on. 

5 The mere fact of a bank buying stock in a trust company, 
6 or a trust company controlling a loan company is not 

7 in itself in my view at all sinister, because I think 
8 that all kinds of shenanigans could take place without 
9 the actual ownership of stock. I do believe that the 
10 mere owiéeenip of stock is not in itself anything 

11 Sinister. 

12 As to the reason why a bank should not get 

13 into a field so specialized as ae companies I 


think depends on the fact that hitherto the two ° 

functions have been separated. ee are special field , 

and IT think this has been good for the economy; I 

think this has been good for the country. I personally 

do not believe in everybody being a Jack of all trades. 

I think the banker is a banker, the trust man is a 

trust man and a bricklayer is a bricklayer. I do not 

think you should try to merge anyone together in respec 

to all the various things that can be done. 
COMMISSIONER LEMAN: With all this we are left 

what 

a little bit in a quandry as to Axactly is the field 

of banking. There are quite a few things that banks 

do which trust companies do also. What is the thing 

that a bank does that a trust company does not do? 

You have mentioned the making of commercial yo ents, 


but is that the essence of banking; the making of 


commercial loans? 
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MR. FORTIN: I have never seen a definition 

of it. I do-not- know whether the mere taking of deposits 
is banking, or whether just that you get the privilege 
of chequing makes it banking, or whether banking is 
a broad term that encompasses the gambit of the banking 
operations, or just what it is. I noticed that you 
already had before you representatives discussing a 
definition of banking. Unfortunately I have not been 
able to come up with one. | nec r 

THE CHAIRMAN: Well, we have had a myriad of 
them. | 

COMMISSIONER MACKINTOSH: Would you agree, 
Mr. Fortin, that if Parliament eae es to take away 
from the banks the privilege of holding chequable | 
deposits that they would not longer be banks? 

MR. FORTIN: No, I could not say that. I 
think they could still be banks. 

COMMISSIONER BROWN: Perhaps we should ask the 
other question; if Parliamect saw fit to take away 
the privilege of chequable accounts of trust companies, 
would they no longer be trust companies? 

THE CHAIRMAN: They are under provincial 
jurisdiction. 

MR. GREGORY: The trend has been the other 
way in Parliament. They have been screaming their-heads 
off down there about trying to get a new institution 
into the mortgage lending field, as if there were not 
enough people seeking funds already. There is only 
a certain amount of funds to go round. What they could 


gain by having some new institution or new financing 
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field to gather money from the public to put into 
mortgages, I do not know. That is what we do, and 
loan companies certainly do it as well as’ trust companies, 
although not to the same extent. I know that our 
little company has 70 or 80 per cent in mortgages of 
the money we get, except for the benefit of liquidity. 
That is what the loan and trust companies are doing, 
yet you still hear them down there in Parliament 
talking about needing some new institution to gather 
the funds of the public. I see that as our function. 
We are trying to carry that out, and we are trying to 
meet that public need. 

MR. GODWIN: I would like to compliment 
Mr. Faribault in respect to his extremely able present- 
ation. I hesitate to follow him because I think his 
remarks went right to the point. There are two points 
which I feel bear repeating. They have both been 
referred to. 

The first is the fact that trust companies 
‘in accepting deposits are not doing something that 
is a novelty. For nearly 100 years now trust companies 
have been performing this function of accepting 
deposits from the public. Some of those deposits have 
been treated as term deposits and some as demand 
deposits. There have been chequing privileges in 
respect to some. Othew have been in the form of 
pure savings, on which a somewhat higher interest is paid. 
I think that the use of the term "near"banks, and 
much of the terminology in the last couple of years 


gives the impression that we are new in this field; 
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that we are a Johnny-come-lately in the deposit field. 

I think Mr. Hungerford's point should be 
emphasized. For 100 years trust companies in a small 
and modest way have been accepting and encouraging 
deposits both of term and demand nature. - 

The second point that I think “bears . 
repitition is in respect to the question of the cost 
of operating a personal trust department. Mr. Brown 
asked the question, would we or would we not favour 
the advent of the banks into the field of personal 
trust operation. I think that the answer may be given 
obliquely by reference to what took place this morning 
and by the amount of need that is BYdueH out as to 
the expense of operating a personal trust department. | 
I think that the trust companies of Canada, both those 
that operate on a national scale and those that operate 
in specific localities only have rendered a very good 
account of themselves. I do not think that the service 
that we render is perfect. I think that it has increase 
in its efficiency very considerably over the last 
several years. I think we are meeting head on the 


frightfully difficult problem of employing men of 


Sf wt Y 


very seteus calibre; professional men in a large 

part to perform the senior functions required in a 
personal trust operation. The very nature of the 
business is such that it is not just run by a large 
volume of clerical help with a minimum of senior 
direction. It is just the opposite. The whole essence 
of a personal trust business requires a very large 


number of senior people, and the cost of employing these 
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people is evident. 

It seems to me that to broaden the powers of 
the chartered banks so that they can enter into the 
personal trust field is in fact davank thet the trust 
companies who have been in this field now for the 
better part of a century are not performing the 
function efficiently. If they are performing the 
funetion efficiently then I think due consideration 
should be given to the problem they have to meet in 
respect to the cost factor. 

I can speak on the basis of costing done in 
our own company, which has been done now for many 
years and which I believe is done been accuracy. 
We make a net profit of one-twentieth of one per cent 
on the dollar handled in our personal trust department. 
This means that the shareholders of the company have 
$50 for every $100,000 in assets for which the company 
assumes responsibility for a year. Now, this margin 
of profit I think is sufficiently narrow that it 
speaks for itself. I think if increased competition 
is to be brought into our business it is a reflection 
upon the manner in which the business has been 
conducted. I do not think it is fair because I feel 
the trust companies have given a good account of 
themselves. It just means that the problem of meeting 
this profit of one-twentieth of one per cent is going 
to be intensified in the years ahead. 

MR, FARIBAULT: Mr. Chairman, I hesitate to 
try to add anything, but just by way of trying to 


elucidate the difference between the trust companies 
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and the banks because of deposits, which I understand 
is the main question, I should say that there are two 
ways of peas it. One is trying to examine what 
was the original function of the bank historically. 
My impression is, although again I may be‘wrong, that 
the first banks were interested in exchange, and 
actually from that exchange between countries they 
went into the field of bills of exchange. They were 
doing that from private funds. After a certain while 
they got together deposits, but they were always 
interested in the discount business and the immediate 
SRE I think this is still primarily their 
function. At ie present time dander our system I 
think that the banks are primarily interested in 
foreign exchange, although it is dealtwith last because 
it is not the most important quantitatively of their 
functions, as well as. discounting commercial paper 
and bills from country to country originally, and 
then within a single country. Deposits came last 
historically as being a determinant of what is the 
banking function. 

At the same time historically there were 
other people who were getting deposits. In France, 
notaries were getting deposits. In the Province of 
Quebec where I have practised as a notary, aml was 
an articled clerk when I started to practice, our 
clients used to come and give us their moniés to 
invest. The trust companies do nothing else. 
Actually we are restricted by the limit of those 


deposits. There is no difference between what was 
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done with the notary and is still being done in 
France where there are no trust canpanies and what 
is being done in this country by trust companies 
‘eeeeauiae the deposits for investment, and for 
investment in particular secured Kinds of securities. 


This is what we are still doing. 
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ve difference between employment of our 
funds and the funds of the bank deposit is that we 
are not in the short term business and actually all 
these investments are either long term or medium 
term. Now, admittedly Pa have an interest in short 
term in order to keep sufficiently liquid for the 
reimbursement of deposits, but this is the marginal 
part of our business. In the case of the banks the 
marginal part is the other way. 

THE CHAIRMAN: The chartered banks do the 
sort of banking which you describe, but in addition 
to that they do savings bank business. 

MR. FARIBAULT: That is right. 

THE CHAIRMAN: This is also mentioned 
in the British North America Act as being within 
the federal jurisdiction, the savings banks;and 
in that area fist re where the marginal area as 
between the trust companies and the banks really 
is. a 

MR, PaRITBAULT Mr. Chairman, I would be -- 

THE CHATRMAN: I am not suggesting that 
I have any bb tatLoa on ats at all, but this discussion 
I find very Werte but is not that the area where 
you ove at to some extent? It may be that the positi 
taken by Me trust companies is quite right; that they 
have something in the nature of a trust which is 
different from the methods by which the banks operate. 
It may have substance, but from a ieee point of 
view it becomes much the same thing in that area, does 
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MR. FARIBAULT: Well, I would admit that 
the savings department of commercial banks is something 
which normally ought to be somewhat different from the 
commercial part of their business. I think the best 
example of that is the example of the Quebec Savings 
Bank. I think that was misjudgment to give federal 
jurisdiction to the Quebec Savings Bank. 

THE CHAIRMAN: But they did? 

MR.FARIBAULT: AEE Ee agree. The 
reason was that there were only two of us and it 
seemed feasible and the trend of these banks had 
not been definitely established at the time of 
consideration, 80 I think this is a fact that 
due consideration was given by the federal govern- 
ment but I think that is something that ought not 
to be made much of in view of the development of 
other institutions, and it is here I am getting out 
of your field, but normally I would say that. the case 
for Quebec could very well: give you an argument on 
that. 
THE CHAIRMAN: Weare not. suggesting that 
anybody should be brought under the federal jurisdictio 
that are not already under it. We are not suggesting 
anything at the moment; we are exploring and taking 
no position at all. We want to hear every possible 
side to these questions and try to get to the funda- 
mentals of the issues and find out what actually is 
going on in the world. 

COMMISSIONER LEMAN: Well now, dependant in 


small area on your relationships with the banks, there 
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are references in your brief to clearing arrangements. 
From some of the references it sounds partially like 
a complaint, but they do not register a complaint. 
Are you satisfied with the clearing arrangements 
with the bank which you have? 

MR. BEAN: I would. say that we are satis- 
fied with the present arrangements with the banks; 
it is a very amicable arrangement with the individual 
banks that we operate With as companies. It has 
been one of long standing and while it may appear -- 
and sometimes I think causes us a little worry -- 
that something so essential to our operation can be, 
shall, I say, in the hands in some areas of people 
who are in competition with us3; nevertheless, we 
certainly have no complaint and no real suggestions 


to make except that I wish to point out to the Commissi 


SS 


that this is an important area of our operations, it 
is something which was discussed a few minutes ago 
and we think it is essential to the continuation of 
this business which we. are in. 

COMMISSIONER LEMAN: The arrangements 
between trust companies and the banks for clearing are 
about the same as they are with these other institutions), 
the credit unions and Caisse Populaire? 

MR. BEAN: I believe so, but I do not 
really know as a matter of fact. L.~think they are 
Similar. 

MR. GREGORY: May I be a rebel again and 
put forward another personal view. I have no way 


of telling just how the banking costs have risen in the 
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matter of clearings lately, but I know their charges 
to us have risen two or three times since I went into 
this business 53 years ago and that is one thing which 
I will throw out. They are the sole proprietors of 
it and they can lay down a cost to us and if they 
are reasonable, then I have no senete ine. but they 
do seem to be coming along very rapidly. 

COMMISSIONER LEMAN: Because in describing 
the development of the banking business they do not 
mention the fact that the banks have become the most 
extensive payment system in the country also. That 
is a service they have developed, but in paragraph 3.40 
you mention that the charge is 20 cents, although 
had the bank itself negotiated the cheque for the 
payee it would have charged only Ls cents, and 
then you say that most runt companies, in fairness 
to their customers, absorb the excess charge. 

Are you in the realm of fairness and 
equity here or is it purely a matter of competition 
and attracting business? 

MR. FORTIN: May I observe that that 
charge is not a part of the clearing, it is one of 
exchanges; that is to say, it relates to the payment 
of a cheque cashed outside the same area in Which the 
cheque was issued. It is are itself essentially 
a part of clearing, it is ws exchange factor. 

COMMISSIONER BROWN: I have one further 
question. It has been said elsewhere that the Bank 
of Canada may take over the clearing. Would you like 


to comment on that or would you rather give a comment 


odat deow T conte remit sentld fo ow? omeett overt seis 
| dotdw satdt sao ef J see ‘bas ORs STESY ée aeontaud ends 
to axotetxaorg sloz one eis yen? duo words DP tw or. 
eae Lf brs ey od ds09 8 mwoh YSl so yeds Bae FE 
vend dud .datsiqmos ap even I aedt .sfdsnogset ets 
-Vibiqer ytev grols gristos sd of nisea ob 

anidito2eb on eeusoed ;MAMEI HIMOLZEINNOD 
ton ob yen? iid ni sa tinad saa Yo toemgolevsb srit 
jaom ent emosed eved siinad edd Sait dost add notdasst 
| Sen .oale yurtauos ant at movaya Treat ee avianreixe 
OLE dgser sated aft tod ReUes Ore sve i aa sotvred sat 
fquontdis .aiddss OS ef sorters efd ted? sotdaem voy 
sit tol supends sad bedetiogen Ilesdi aned sas ber 
Ber ss ~adnso OL on banteds ever bilvow tf “Te 
agenuiesl at .esinsames sets Jaom Jsedct eee fied? 
.98TS8NS Besoxs st drouds ~eremogauo tisdt og 

bis esenxist to misst sddi At voy sta 
roididveqmos to rétdem 3 ylsasg great to sired vsitupe 
faesnigud zuattoardds bas 

Jedt isdt svisado IT YeM MITAOW AM 
To a0 af JI .gminssfo etd lo grea 8 tom at sarsdo 
Trnemysq edt ot astsler Si .ese@ oF af GBds tennsoxs 
ont noidw nt sevs sms2 add shtadvo beness eupstio s to 
Vilstineass iLeadi yd dom at 3ST Jbeveat asw superto 
~todost eunedoxs - et 3 anbugeis To JrTeq 8B 

Tedsivt eno evaed I sMWORG AMMOTASTIMMOD 
Hast elt Jany sveNweels bigse ased set oT mofjasup 


exit sey b{luow -gilrselo ers sevo exsd ysm shsrsd to 


tnemmoo s svfis redder vot bliow to teddt no treammoo ot 


a1; 


i! 
; ; A 
7 . - q = Bs) ihe a eo 


Nethercut & Young ie 3418 z 
Terento, Ontarie 
after the adjournment? 
MR. FORTIN: I gather that by the act 
of incorporation of the Canadian Bankers Association 
they are given the right to operate a clearing house. 
There were certain changes in the regulations which 
brought this about and it is my understanding that 
it is subject to review by the Treasury board. as 
have nothing against the Bank of Canada, and I have 
nothing against the chartered banks; I believe that 
the clearing system has been efficiently operated 
and I am not too clear whether it would be any better 
or any cheaper unless the taxpayer was to pay the shot: 
THE CHAIRMAN: We will adjourn now for 


ten minutes. 
--- Recess. 


THE CHAIRMAN: We will now resume. 

COMMISSIONER BROWN: I was wetdenthbatt 
anybody else would care to comment on the suggestion 
which, as I say, we have heard elsewhere, that the 
Bank of Canada might conduct a clearing system. 

MR. BEAN: I think, Mr. Brown, to give 
some idea on that question we kethit again suggest 
that, as I see it, the system as in effect in the 
country at the moment is working out reasonably well 
and I think our general feeling would be why disturb 
something that is working out reasonably well and 


there do not appear to be any apparent disadvantages 


at the moment except from a purely selfish standpoint, 
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that it ni S108 clarify tig situation of ; Sutpatey such 
as ours, but at the same time we do not see any need 
for it at the moment. 

COMMISSIONER LEMAN: In discussing earlier 
your relations or difficulties with the banks the 
real point of the matter is really summarized in your 
own paragraph 38 of the summary. In effect you say 
the difference in time between the trust companies 
and the banks makes it obvious that if controls 
are required, they must be specifically designed 
for each type of institution. Did you have in mind 
‘at the time that you wrote this sunt woud controls 
may be desirable, and if so, what sort would be 
particularly well designed for trust companies? 

MR. BEAN: I think the answer to that is 
that I would say that we do not think that any controls 
were desirable; that if in the opinion of the authoritias 
it was felt that controls were required, then that 
they wie not be -- should not necessarily be -- 
the same as they are for the commercial or chartered 
banks. That even in our explorations of this 
afternoon we discovered what appeared to be some 
substantial differences and a great many similarities 
between the two. 

COMMISSIONER LEMAN: Would you hold the 
same view regarding finance companies; no controls 
are necessary there either? 


MR. BEAN: With respect to interest rates 


or with respect to applying it under certain circumstan es? 


dove yasqmoo s to motisudie ond yttaslo tdgim Jr tens 


heen vite sea tom ob sw emtd emes afd te dud .aitvo 2s 

. Itenom sit te tl rot 
TeLitss anteeroath eT :VAMGI AAMOLSAIMMOD > © 

add asinsd sda-d¢iw eetdivotTlib so anottsler soy 

qyoy At bestraenmwa vyiisor at cere aris bas wn tog [ser 

Yse voy dgoetie nI- .vremuve elt ‘to S€ Aqargetsg. mwo 

asineqmoo Jaytd edd seawied mid mt sometettib® ends 

aloxdaos ti tedd avotvdo dt eesiem aiined snd bas 

bengtesh viltsorttosqe sd denum yedd .betinpes sts 

boim at eved voy bid sfoltiudisvent to aqys doses rot 

eflordaoo emoe JsNd #eidd storw voy tedd emit sect a 

od Bblyow dvroa gedw .oa tt bone .sidertseb ed yam 

fSaslasqmoo Sanets 0% bedataeb [few yvieeluotdrng 

ai vend oc tewans ond Nafdd I esa — 
le tao ves jsdt ainidd gon ob ow ads Usa Risios I gsdz 
satel wn? to nolnigo oid mi If dadt geldsriasb stew 


vant sedd .bsrtupet sew elortnos dadg tiet esw ot 


~~ ed Ylinseseosn gor blyonda -- ed som bivuodae yent — 
| beredrents to istoyemaos edd <oT sxe yYerid as. smse ond 
aidd. to anoidetoiqzxs suo ant neve teAT LQ exiered 
emoa sd ov betsecqqs tdedw betevooath sw soonretts 
aeltiusiinta visa Jsers 8 bas eseonetsttth Istinstadve 
.owd sat nsewidsd 

ead blond voy bluoW <WAMau FAUOT ea IMMOS 
aloutnoos og iesinsqmoo somshtt? antbiszet weiv smse 


freddie sreddy yvrsaseosn e178 


@ssst Jaoustni of dosqest AdEW sVAHa .AM 


Tesprisiamporto Aisiiess sshao gL aniytq¢qs of tgosqeser citw ‘ro 


Nethercut & Young ’ 3420 So 


Terente, Ontaric 
COMMISSIONER LEMAN: We are in the realm 
2 ! 
of monetary policy mostly. 
; : : 
MR. BEAN: I think that our general 
4 ie na at 4 
philosophy has been that on this question of monetary 
5 ‘ } +. ' 
policy that the market in itself would probably exercise 
6 | might 
sufficient control even in the area of the finance 
7 a4 . 
companies. 
8 
COMMISSIONER LEMAN: Now, there is one 
: : 


more area where there seems to be a or aon ee of 
opinion. Your brief suggests that the eetling of 
6 per cent on bank loans should be removed, whereas 
Mr. Faribault's brief suggests pris should not. 

| ‘In relation to that I would like to refer 
you to Mr, Faribault's paragraph number 60 and in this 
case he speaks of the fact the banks are a public 
service and it does not seem sound policy to let the 
free play of offer and demand regulate wuehin rate, 
Wherent in your brief you express the thought in a 
couple of places that the free play of offer and 
demand should operate in this field as well as in 
other fields. I do not know uhether you would like 
to comment first or let Mr. Faribault comment, but 
there is a eisi yal eeot opposition Gisre between 
the two statements. | 

MR. BEAN: Perhaps I can speak to it first. 

The position which we have taken as an Association is 
that the fewer impediments there are to the working 
of a free market in the monetary system the better 
it will operate, and certainly the 6 per cent rate 


on bank loans i8 an impediment, but not an artificial 
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impediment. It does not seem to us that this is 
working any more for the social benefit of the country 
at 6 per cent than it did when it was at 7 per cent 
and we see no bape voalis’ why it should be ne 
tinued. We would be aaite happy to see it veranda. 

COMMISSIONER LEMAR: a Might ask Mr. 
Faribault if he does not think sah trust companies 
also derive a ‘public service and to the extent it 
responds to free aay aro demand. 

MR. FARIBAULT: Of course there is no 
real position Fl our thinking. It is just a question 
of a choice; either you rely entirely on the working 
of economics -- and then I think the. stand taken by: 
the Association is correct -- or you do not rely 
entirely, and I think the psychology of the public 
would not accept it. 

I think that when aers is the possiblity 
of a multiplier being used, then you have got to. say 
that this multiplier -- which is a gift of the state -- 
must not be used for anything more than a Tinted profit; 
the way to do it is impose the maximum interest rate. 

Now, this is not discussing at all the 
viewpoint of the Association; I think from a purely 
economic aspect they are quite sound in their reasoning 
but I think that it must be a mixture in this case 
of social considerations -- which the economist will 
call impediments or imperfections and which the 
civilian or the biologist will call Lag ong se for 
the public. In this case I think that the balance 


is in favour of the protection aspect ond that it ought 
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1 not to be removed for that reason, but I am antes 
2 prepared to go further than that because I think that 
3 this is the gist of the distinction. 
4 THE CHATRMAN: Why 6 per cent? Why would 
5 you say it should stop at 6 per cent? 
6 | MR. FARIBAULT: What are the alternatives? 
7 Either to make it flexible or to make it a higher one. 
8 THE CHAIRMAN: Or a lower one? 
9 MR. PARIBAULT: Or a lower one, possibly. 


I do not think at the present time -- with the bank 
rate as it is you cannot much argue with a lower one, 
sO my Opinion is the other way around. How. can it 
be done? It could be done by delegating authority 
to the Bank of Canada, possibly, or by a statute 
Which would be changed oftener eEee the Bank Act 
in ten years. TI think eneRs ig a great deal of 
stability andat the present time this would seem to 
be possibly a political decision, but you cannot 
divorce finances from politics when you are in public 
finance. 

THE CHAIRMAN: What I would like to know 
is why do you ete out the iL per cent as being the 
appropriate interest rate, the ceiling? 

MR. FARIBAULT: Well, at the present ane -- 

— CHA TERAN: Why enone hiaues it be -- and 
now that money has Vightened ha and there is an effort 
by the Bank of Canada to tighten money to a certain 
extent, is 6 per cent an appropriate ceiling for the 
chartered banks? 


MR. FARIBAULT: I think so. I think you cannot 
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Terente, Ontario 
get any proper answer --- 
THE CHAIRMAN: On what grounds do you come 


to that conclusion? 


MR. FARIBAULT: On the same grounds that 


~ ~* 


Pye is a field where you ought to cause as little 
disorder as you can, and if you take the present 
rate on mortgages, wp is sticky and must always 
be sticky, and you take it not only in the conventional 
sop lias but also on the N.H.A. mortgages and take 
also the rate at which finance companies are lending 
money and the rate which prevails as regards bonds, 
this is a rather proper rate and I yee ae reason 
for changing it; it is merely a question of keeping 
within a given consideration and I do not see what 
would be the advantage in disturbing this situation 
and, as I said, I would have to have a very strong 


argument in favour of another rate before I would 


care to change it. 
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COMMISSIONER LEMAN: But this is generally 
speaking: As you know, the banks under that system 
have been forced at times to allocate credit. 

MR. FARIBAULT: That is right. 

COMMISSIONER LEMAN: You think this is a good 
socially desirable way of allocating resources in 
the economy? 

MR. FARIBAULT: Well, if it were the only 
way possible it might not be good, but there are a 
number of other institutions and I think, by and 
large, this is a good way. There comes a time when 
there must be some kind of allocation of credit. 
There came a time when the trust re sense would not — 
lend on a mortgage. It all depends what the general 
circumstances are, and I don't think there is any 
possible stock answer to that. it is a decision 
which must be taken by government after full 
consideration of circumstances. I don't there is 
any merit in discussing it ideally. I think it is 
just a matter of decision -- of balancing the 
advantages and disadvantages. 

COMMISSIONER BROWN: I was rather interested 
in your argument that because of the multiplication 
factor there should be this limit on" interest 
rates. Is there not the other way of looking at it, - 
that is that the 8 per cent ratio is a limiting 
factor and, therefore, if it is a limiting factor 
you have got a control and why should you restrict’ them 
on interest rates? 


MR. FARIBAULT: Because actually the public 
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Terente, Ontarie 
will not reason in terms of 8 per cent and 12 
per cent multiplied. They will just reason for what 
it costs. This is the reaction of the public. That 
is why you cannot get away from that. All the other 
things are considerations which may be sound for 
an economist but not for the public. You have got 
to give the public some kind of stability in terms 
which he will understand, and I think this is the 
only way -- "What am I paying?" 

COMMISSIONER BROWN: Can we ask another 
question on this: If the Association is in favour 
of lifting this 6 per cent ceiling, what would be 
your reaction to the suggestion Sues you would still 
be restricted in relation to a bank rate? 

MR, FARIBAULT:° You mean ...? 

COMMISSIONER BROWN: I was asking Mr. Bean, * 
actually, from the point of view of the Association, 
because it is their argument I am dealing with now. 

MR. BEAN: In other words, rate was to flow 
in a specified relationship to the bank rate? 

COMMISSIONER BROWN: This is just another 4, 
curve ball I am throwing. 

MR. BEAN: Well, I would suppose to the extent 
the bank rate was set to reflect the market, then we 
would have no philosophical difference with that 
thought. In other words, it would be one stage 
removed from the market but still affected by and 
influenced by the market. That would probably have 
been the case had a gone along with the te a. 


rate we had up until the last few weeks. 
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Terente, Ontaric 
1 COMMISSIONER BROWN: This is similar to 
2 the U.K. -- the intermediate step -- that completely 
3 removing next month's interest rates from the banks 
4 might begin to relate a maximum to the bank rate. 
5 MR, BEAN: As I say, to the extent that it 
6 reflects the market rate, which is to some extent -- 
7 at least, the bank does; the bank rate is certainly 
8 influenced by the market. Then, I think we would 
9 have no particular objection to doing it that way. 
10} | It might be a better solution than a complete freedom 
11 of the rate, though I think our general thinking 
12 has been that it would be preferable to release it 
13) perp letediga | 


COMMISSIONER MACKINTOSH: JI have a few 
questions on liabilities including deposits, ar 
area which my colleagues have already explored to 
a considerable degree, although I thought a little 
inconclusively. You say in paragraph 333, speaking 
of deposit accounts, that the rate of interest paid 
moves with broad changes in interest rates: Could 
you be a little more specific as to what you mean by” 
broad changes? Does that mean with long lags and 
some inaccurate correspondence? 

MR, BEAN: Yes, I would say that is pretty 
well precisely what it means. In other words, it 
would not respond until there is what appears to He. 
a new level of interest rates set. 

COMMISSIONER MACKINTOSH: So that the response 
of interest on deposits to changes in interest rate 


is not very frequent and, I take it, usually follows 
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and never precedes changes in the interest rates? 

MR. BEAN: I would think that is a fair 
statement. We are referring now to deposits, not 
to what we term guaranty investment certificates where 
the rate does change. very quickly. 

COMMISSIONER MACKINTOSH: Yes, I understand 
that. You also say in the reference which was brought 
up before -- and I think it is the next paragraph -- 
that in relation to chequing accounts that you try 
to discourage current account use: At about what point 
does discouragement start? 

MR. BEAN: Perhaps some person who does it 
on a discouragement basis will answer this question. 

T think some indication is given in the charges 
which are made by certain companies of one free cheque 
oer month for a $100 balance, and that sort of thing. 

COMMISSIONER MACKINTOSH: That is the chief 
method you use of discouraging? 

MR. BEAN: But I believe certain companies 
zo to the extent where this is abused they would suggest 
they take their account across the street and take 
out a chequing account with the bank. 

COMMISSIONER MACKINTOSH: Would this point 
of division correspond pretty much with what the 
panks use on what they call their personal savings 
accounts? 

MR. BEAN: TI think it is similar. I don't 
believe it corresponds precisely, and there is no 
hard and fast rule throughout the trust business on 


these charges. It varies from company to company. 
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COMMISSIONER MACKINTOSH: But you do definitely 
look on these as unprofitable accounts as far as the 
trust companies are concerned? ‘You would 
rather do without them? 

MR. BEAN: We look upon accounts with gn 
unprofitable balance, which has too much chequing, 
as being undesirable, but there are a great many 
accounts =- the ones we discussed earlier -- who 
desire to have chequing privileges but which: are very 
good savings accounts. 

COMMISSIONER MACKINTOSH: Because of the large 
balances they keep? | 

MR. BEAN: That is right, because of the 
balances. 

COMMISSIONER MACKINTOSH: Looking at the time 
deposits and the short certificates this, I take it, 
is a pretty highly competitive business and here your 
interest rates are quite sensitive. I am referring 
also to what you say somewhere -- I forget where it 
is -- about wholesale savings. 

MR, BEAN: Yes, in boththose areas it is, 
as you suggest, very sensitive to changes in rates. 
There is always a continuing amount of certificates 
which are maturing and coming up for renewal, as we 
say in the business, and unless we can offer the 
holders of those certificates an attractive rate we 
cannot retain that business, and, therefore, they have 
to compete in the market-place with other alternative 
types of investment because, in effect they are 


investments looking at them from the holders' point 
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of view. 

COMMISSIONER MACKINTOSH: What advantage 
is there that you offer to lead a corporation to 
invest in the short-term certificates rather than 
invest in commercial paper or treasury bills -- any 
other kinds of short obligations? What is the advantag 
that leads them to use you as an intermediary? 

MR. BEAN: I would say off-hand it is security 
and knowledge of the fact that the accommodation -- 
at least, that they can place these accounts with the 
trust companies, and the rate of return. I think 
perhaps some person who does a broader business might 
speak to that point. 

MR. HODGSON: Yes. I think dealing with 
treasury bills first, if a non-individual depositor -- 
or an individual depositor, for that matter -- wishes 
to invest a substantial sum for a period of time, . 
the rates that the trust companies offer at any given 
time are largely geared to the current rate set at 
the moment, and we will accept the deposit and provide 
repayment with no capital loss at the time the funds 
are required, and unless a treasury bill is bought 
for a specific date there is a risk of capital loss. 
So, that is one advantage. 

COMMISSIONER MACKINTOSH: You mean this is 
not a term deposit? 

MR. HODGSON: It is a term deposit. 

COMMISSIONER MACKINTOSH: But you fix the 
term to his requirements? 


MR. HODGSON: To his requirements. In so far 
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as commercial paper is concerned, some people eek 
funds are, sometimes through restrictions of their own, 
unable to hold such a paper but are permitted to make 
deposits with trust companies. 

COMMISSIONER MACKINTOSH: Would this be used, 
in the corporation field, more by smaller corporations 
without a very active treasury department than by 
large corporations? 

MR. HODGSON: Both, sir; some with a very 
large treasury department. | 

COMMISSIONER MACKINTOSH: Are you able to 
offer them a better yield? | 

MR. HODGSON: Sometimes we are; sometimes ° 
we are not; not only because of the interest rate 
but also certain situations arising out of debt * 
management and fiscal matters. For example, at the 
present time the gross yield that a trust company 

would pay on a deposit out next April, let us say, 
after tax in the hands of the depositor is very much 
less than if the depositor were to acquire a low 
coupon Government of Canada bond which would give 
him a net after tax yield very much higher. So that, 
situations sometimes arise where we cannot be 
competitive for this kind of situation. 

COMMISSIONER MACKINTOSH: Well, could I infer 
from that that the volume of this business varies — 
greatly according to the general credit conditions 
on the market? 

MR. HODGSON: Yes, that is correct. It depends 


not only on our competitiveness in terms of the market- 
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Terente, Ontaric 
place at any given time, but also on the degree of 
liquidity of the economy. 

COMMISS TONER MACKINTOSH: Whether companies 
have idle funds they want to employ? 

MR. HODGSON: Yes. 

COMMISSIONER MACKINTOSH: What implications 
does that have for the kind of liquidity you have 
to maintain, as it were, behind these deposits in 
your assets? 

MR. HODGSON: Well, in the operation of the 
portfolio -- and keeping a sort of revolving fund -- 
one of necessity has to either have matched securities +- 
deposit liability and the asset -- plus the fact --- 

COMMISSIONER MACKINTOSH: You can do that? 

MR. HODGSON: Not always can one do it ---not 
and make money. One has to, generally speaking, for 
a little longer term investment portion of the portfoli 
and a liquid, readily acceptable reserve. 

COMMISSIONER MACKINTCSH: Aside from the 
matching maturities, are there in the business any 
rules of thumb as to how you maintain this liquidity? 

MR. HODGSON: Liquidity is a difficult word 
to define, but in call loans which dealers ... 

COMMISSIONER MACKINTOSH: You know what it 
means when you haven't got it. 

MR. HODGSON: ... or treasury bills -- yes. 
Generally speaking, and I can only speak for myself, 
of course, -- I would say close to 10 per cent of 
short-term readily marketable liquid ... 


COMMISSIONER MACKINTOSH: You speak a little 
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later of this business being quite volatile: Does 
that mean over the very short run, or is it related 
to the business cycle? 

MR, HODGSON: Well, sometimes it is related 
to the business cycle. ‘gpuevrwels it is related to -- 
if one likes to use the word "confidence" -- and I 
am driving for an example. There are times when 
presumably corporations will hold their cash balances 
rather than disperse them either in dividends or 


increasing inventory or making capital additions. 
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Normally, however, deposits of this type 
are, generally speaking, for the short term employment 
of funds. Organizations -- hospitals or other 
organizations will get funds out of a campaign which 
they pane to employ temporarily for their sub- 
sequent needs and disbursements and this kind of thing. 
Generally speaking, they are very short term funds. 
COMMISSTONER MACKINTOSH: I was referring 
when I asked if there was a difference between smaller 
and larger companies to some degree and I would infer 
you offer a service to ae slightly less sophisticated 
investor. A hospital treasurer usually does not 
get into treasury bills on the money market. 
MR. HODGSON: That is true. 
COMMISSIONER MACKINTOSH: But the local 
trust company office knows how to do these things 


for him. I take it this underlies a fair amount 


of this difference? 

MR. HODGSON: Tha’ is correct and some 
smaller companies with smaller amounts will keep 
a cash reserve to employ. — 

COMMISSIONER MACKINTOSH: Turning to your 
guaranteed investment certificates on which you say 


the general preference is for terms of from three 
to five years, I think paragraph 3.27, 18 this a 
pretty stable relationship or has it been changing? 
Is Peace any trend in there? | 

MR. BEAN: Speaking on behalf of our own 
company te Fits business of term, Dr. Mackintosh, 
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it seems to us that the general tendency -- and we do 
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mostly a retail business, shall I say, in things : 
; like G.I.C.'s although it is a quite sanecacinds one oh 
. but the tendency is for most people to take re 
. shortest term at the highest rate, that is, an 
: individual buying a G.I.C. and I think that pretty 
: well is borne out. In most cases you will find 
4 that the trust companies pay the higher rate in that 
: three to five year period. 
9 


COMMISSIONER MACKINTOSH: You said take 
the shortest term at ae highest rate? 

MR. BEAN: Yes. 

COMMISSIONER MACKINTOSH: I thought you 
said "and the highest rate”. 

MR.-BEAN: No, they want the highest 
possible rate in the shortest possible term. 

MR. GREGORY: People, I think, know 
they are going to live three years, but they are 
never sure they are going to live five, but sinkdeie 
affected to some extent by whether they hank the 
rate is rising or they ian it is falling because 
two or three years ago when it was going down they 
would buy the long term and if it is going to go up 
they will buy shorter terms. 

COMMISSIONER MACKINTOSH: Is this business 
responsive to interest rate eas 

MR. BEAN: I would say it is quite responsive 
to changes in interest rates both as to the volume 
in going up and going down, as it were. Ifthe 


volume is reduced the reduction can normally be checked 
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by raising iu rate and certainly at fila time when 
most companies got up to the highest rate in aeLBSS 
which was back in late 1959 or early 1960 when they 
paid 6 per cent, I know that in my own operation it 
attracted large amounts.of money and it is reflected 
in the figures giieh you have before you. beens 
was a very large growth there which I do not think 
was too profitable from our standpoint but it cer- 
tainly demonstrated the effect which rates have upon 
the availability of money for this purpose. 

CONMESS TONER MACKINTOSH: Are these 
primarily bought by individuals? 

MR. BEAN: I think there is in the papers 


from the study -- there is an analysis by size and 


holders and my recollection is that some 85 per cent 


are held by individuals. I think the average amount 
is something between $4,000 and $5,000 in their holdings, 
so it is primarily a retail vehicle for Veckatdedn. 

COMMISSIONER MACKINTOSH: #bctents also 
in the study a verey ace seems be indicate that the 
gerce to five years eenliticages have a smal jor share 
of the total but I think that is repel de the loan 
company debentures are included in there? 

MR, BEAN: I think so. 

MR. WELLS: Another reason, sir, is 
that the individual is more apt to buy the three to 
five year term and the larger corporations either 
demand or shorter term. In our own case, for instance, 
a very, very substantial part of our guarantee funds 


come from large corporations. 
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COMMISSIONER MACKINTOSH: Are all trust 
companies in this field? 

MR. BEAN: I tia now, yes. At one 
time they were not. The Canada Permanent before 
the merger was not in that business but since Lhe 
merger with Toronto General Trust I think that is 
right, that they are all in that business. 

COMMISSIONER MACKINTOSH: There is not 
then legislation which limits the dota of trust 
companies to take deposits and sell these certificates? 

MR. BEAN: No. 

COMMISSIONER GIBSON: Dr. Mackintosh, 
just in passing you were talking about this chart © 
which is chart 2-1 near page 25 in fie study. The 

thing 
interesting fere is the number of from three to five 
years does not seem to be increasing at all, but the 


amount of over five years has increased a lot eer aa ate 


This is a sample, of course. 5c gone aa “olathe from 


five trust and loan companies. Is this typical of 
what nhs been going on? Three to five years has 

got to be about the smallest group. It is just past 
page 24 in section’ 2. 

MR, WELLS: I think the trust company 
picture alone as iduiateiac ein from the loan company 
picture does not show that same 2 aa 

COMMISSIONER GIBSON: Then the trust 
companies in enc amount of five cannot be typical 


because the three to five year group has pretty near 


passed out of existence. The over fives have become 
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much larger too. 

MR. BEAN: I do not want to ater pen any 
of these figures, but they do not agree certainly with 
the experience of our own company. There is no 
relationship between the ota BE and our experience. 

COMMISSIONER MACKINTOSH: If this includes 
deposits, investment certificates and debentures, I 
rather infer tne over five years were loan company 
debentures? 

MR. BEAN: ney must be but I do not 
really think they had that proportion over five years 
even amongst clade debentures. 

MR. TAYLOR: Mr. Chairman, I think it 
could be said that investment certificates, term 
deposits and debentures, no matter what you would 
call them whether issued by a trust company or loan 
company are in the three to five year term -- either 
three years or five years, not four or two or one, 
and I would think the percentage over five years 
would be very small. 

COMMISSIONER GIBSON: Would you think 
the chart was incorrect? 

MR. TAYLOR: I have not had an opportunity 
tO Lorton these figures, but I would be sure that 
I would be correct in saying that three and five 
year term certificates would represent far more 
than 75 per cent of the total issued by all companies. 

COMMISSIONER GIBSON: You see, this study 


you presented us with shows it as being less than 


10 per cent -- seven per cent or eight per cent of the 
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1 total. 

2 COMMISSIONER MACKINTOSH: You having 

3 initiated the study, could we leave it to you to 

4 correct it if it’is*’not correct? 

5 MR. TAYLOR: Our company is one of the 

6 companies in this chart of these five. 

7 MR. BEAN: So is ours and I do not see 

8 where they got the figures. 

9 COMMISSIONER MACKINTOSH: Somebody must 
10 have answered che questionnaire incorrectly. 

11 MR. BEAN: I ital it must eve been Bie 
12 computer, Dr. ta SNES AN? 

13 MR. TAYLOR: May I say, Mr. Chairman, 


14 seennté Shows that even the University of Western 

15 Cntario can make a mistake. If I am not in order 

16 in saying that, sir, I withdraw it. 

17| MR. FORTIN: You will notice, if you relate 
18 it to 1951, of course it drops. It is about 30 per 


19 cent odd. 


20 COMMISSIONER GIBSON: whet is? 

21 MR. FORTIN: The over five years. 

22 COMMISSIONER GIBSON: Yes, and the three 
23 to five years is seven to eight per cent. 


MR. TAYLOR: If you notice the difference 
in 1951, which is the first year of the chart, this 
does not show too much difference in effect between 
1960 and 1951. 

MR. BEAN: I am sorry, perhaps we have 
villified the University of Western Ontario unfairly. 


This i8 an unusual chart, it is not what it appears to be. 
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COMMISSIONER MACKINTOSH: I am not sure 
that you have helped the University of Western 
Ontario. 


+ Pes 


MR. BEAN: This chart is based on outstandi 
G.I.C.s taken at the time of issue and quite honestly 
it is a very confusing document. 

THE CHAIRMAN: Well, if that is so and 
it requires correction, why should we bother with 
it at the moment? 

MR. BEAN: I do not think it is something 
which is going to contribute rien much to this dis- 
cussion because it was based upon that premise and 


it was done on an estimated basis to provide this 
data. Quite athe ps we wondered why they wanted 
it, but that is not based upon the amount outstanding 
at any one time in terms of the number of years to 
ZO: it is based on what is outstanding judged by 
the term-at the time of issue. It is a very con- 
fusing chart. 
COMMISSIONER GIBSON: Would it be possible 
to give us a rough figure of the distribution as to 
last year or now or some time recently? 
MR. BEAN: That i8 an easy thing to produce. 
In other words, at the end of any one year to say 
what the terms were outstanding in G.I.C.8 at that 
time is simple. This was very difficult. 
COMMISSIONER MACKINTOSH: If I may go on 
to something else, in your main brief in paragraph 25 


you state your position as being agadnst any deposit 


insurance system. If I remember rightly you based 
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this on the difference in Canadian and United States 


conditions. What difference is there in conditions 


~s 


that makes it desirable there and undesirable here? 
MR. BEAN: I think that the principal 

reason for suggesting that was that in the a ae 

States generally there are a multiplicity of very 


small organizations who probably have not -- and 


T am not criticizing their set up -- who perhaps 


lack the same restrictions which the companies 
concerned back in this country have, and the same 


regulations and the same provision and it was felt 


that. in view of the record of the various companies 
in the business that deposit insurance would add 
little to the situation here and that undoubtedly 


it would be just one more added cost in the long run 
to people depositing money in these institutions. 
COMMISSIONER MACKINTOSH: As I understand 
the effect in the United States which it might also 
have here, it brings within the fieldof regulation 


institutions that are not within the federal reserve 
system or under federal jurisdiction? 

MR. BEAN: Well, that certainly is true 
and it is one of the things which we considered 
at the time it was being discussed, that it: might 
possibly be a device by rivets on a voluntary basis -- 
something which was a real constitutional problem 
in ais country might be overcome. 

COMMISSIONER MACKINTOSH: I notice that 


in the study there is some suggestion that possibly 


it might simplify trust company problems? 
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MR. BEAN: Well, as a device it atte 
possibly lead to the companies and the provinces 
coming in on a voluntary basis. Irrespective of ae 
jurisdiction and the Doiatt aeeoual problems it seems 
that they might voluntarily and would voluntarily 
come. into the orbit, shall I say, of a deposit 
insurance scheme which would unify the regulations 
and perhaps the government legislation that way. 
COMMISSIONER MACKINTOSH: I notice also 
in the study there are no great 4 Ree eromeis in 
the liquidity ratios of various companies and they 
seem to go on the assumption that everything but 
mortgages and stocks are liquid. Is this con- 
Sistent with the great expansion that you have 
had in the deposits or, put it ae os way, hasn't 
the great expansion of deposits modified your ideas 


of liquidity? 


MR. HODGSON: I think perhaps, Dr. 
Mackintosh, one of the comments that is in the Universit} 
of Western Ontario study arose from the more or less 


dissatisfaction with the information that they received. 
This was largely due, I personally felt, to the way 
the information was requested. For example, the 
question was put: "Tell us we: you think the 
percentage of liquidity of your holdings is and start 
off with 100 per cent for cash and 98 per cent for 
treasury bills, 100 per cent for call loans: given 


that start, then go down through your assets”. We 


had some few discussions on this to try and find out 
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Tae bie actually meant and would it not neve been 
better for Ae to ask us for the maturities of our 
so and the classes of hp hah each So . 
think perhaps Fe words that are in the Buudy there 
arise out of their inability to deal with the 
information ESE they got back Seosere everybody took 
a different opinion on this. 

COMMISSIONER MACKINTOSH: They did not 
end up with what are the odds on the Grand National? 

MR. HODGSON: No, but in answering the 
general question ye company will Rave a different 
view of readily liquid securities depending on oe 
maturity of hare deposits and the kind of deposit 
liabilities that they have. Companies which are 
predominantly long term perhaps can have less because 
the same demand is not there for a sudden repayment 
of deposits with the inability of them being able 
to secure replacing ones. | 

COMMISSIONER MACKINTOSH: Do you not have 
any rules of Sump s It must be awfully par in 
your company to have in mind the spectrum of your 


deposits and liabilities. 
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I mentioned specifically in our case about 10 per 
cent. We try to keep about 10 per cent over all 
readily marketable securities. 

COMMISSIONER MACKINTOSH: I-think that is all 
IT have to ask, Mr. Chairman, at the moment. | 

COMMISSIONER GIBSON: Mr. Chairman, arising 
out of Dr. Mackintosh's questions, I should like to 
ask one or two questions about how you respond on the 
liability side in competing for deposits of investment 
securities, to changes in modern conditions. I hesitat 
a little, but I should like to refer you to a couple 
of charts here. 

THE CHAIRMAN: Mr. Gibson, I think some of 
them cannot quite hear you. 

COMMISSIONER GIBSON: I am sorry, Mr. Chairman. 
Chart 27 in the study is very interesting. 

COMMISSIONER MACKINTOSH: Would you give the 
page, please? 

COMMISSIONER GIBSON: Well, it appears just 
after page 248. It faces page 248 in the study. 

This 18 a very interesting chart indeed showing 
as it does the chequable deposits of trust and loan 
companies from 1951 to 1961 and their relationship 
to changes in the relevant interest rates on those: 
deposits and the treasury bill rate. What the chart 
suggests to my way of looking at it is er when your 
interest rate, that is the rate on such deposits that 
you pay, is in excess of the treasury bill rate your 
deposits jump very sharply. There is a picture of 


them going up in 1958 there which is very marked. 
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There is the same situation in 1954 and 1955 with 
a very marked increase at a time when the eiuamole 
bill rate ig low in relation to the trust company 
deposit rates. This process seems to have occurred 
again to some degree in 1960, but after treasury bill 
rates get well above the rates paid by the trust 
companies then these deposits tend to flatten out 
and on a couple of occasions have actually declined. 
Is this kind of reasoning sensible? In other words, 
is it reasonable to assume these fluctuations have 
mainly to do with interest rates paid and their 
relationship to market interest rates, of which the 
treasury bill is one of the most variable? 

MR. BEAN: “Mr. Gibson, I think that there. 
definitely is a relationship between the two. We had 
a discussion earlier about these true savings deposits 
and so on. <A great percentage of the depositors 
in the trust companies are people who are quite > 
conscious investment-wise, and who will move funds 
from savings accounts into alternative investments 
providing there is a reasonable degree of attraction. 
A lot of the funds taken out of the chequable deposit 
accounts here you will probably find in the G.I.C. 
department of the same trust company. 

COMMISSIONER GIBSON: That is, not necessarily 
outside of the trust company? 

MR. BEAN: Not necessarily outside of the 
trust companies themselves. I think you will find 
a little different situation in the picture of the 


G.I.C. issuances and the changes of the business. 


"| 


a -. ’ /” ma PAL a t, ; 
~“e? - i. > ue — 
ri a — x4 F i; a . “ : ae 
' a | * ; So 
, y 


onin® otis EY . 


ddiw @@@L bas S@CL at nottsutte omse oft at sroat 


YiIvesersy edt derw omtt s ts sesstont Hhodtsm Yrev Bo S. 
veisquoo tauit edt o¢ mottelex mt -wol-et edes fflitd oc | 
betiy900 eved otf amese eesoorq atAT  eedss tfaoqgeb S | 
iftd yruesers setts stud .OdCLl mt es tg9h omoae of TERRE ec | 
david edd yd biaq eetsy edt eveds Elew tex asta [o> | 
duo cetdslt ot bast atizoqeh eaedd:moedt eetasgmoo. vi 
-bentioeb yflsutos eved anokagooe to slquoo s ao bas 8 
.abiow tsdte al eldteanee gntnosser-to-baty etdd ef e 
eved anolisutoull seeds emveas od efdscoesst sf at Of 
ifens bas bisq setas teetetnt ddiw ob of yiotism " 
sit coidw to .aets1 dasredat tedusm o¢ qidenotdsies Af 
Seldsizsv teom edd to emo at LIilid ywiveseryt he 
sted tedd aotdd I ,noedt) .aM.9:MAaa .AM. MMi 
bsd oW .owd edd neewsed qidenotisiex s» ali vlotint teb Ned: 
edleoqsb agnivse suid seed tyods ywelisse moteatocth zs ls 
| eros faogeh sit to sxystaso req Jss13°A “.g0 o8 bas | VE 
| sttup ess onfw slqosq ors esinsqmoo taunt. ont ont Bi 
abaist esvom iltw odw bis ,e@twotaemtesvat euotoenos ier 
evnsutasval evidvsnreiie otmt etayooos esaivsea mort os 
| -Hofsosit3s to esigeb sidsaoesey gs el.srerd anibivorg ps 
: 
| Jiaeqed efdsupedo edt to due neded abautosdd to gol A RSS 
| -0.1,9 off af batt yidsdowg [ftw voy ered atavooos- i 
-Yasgueo gaurd emse ond to toemdusqeb re 


Yifisaegeosn ton .at tedT :MOBETD HAMOTaeIMMoo 
Syasgqmon teuyt sdd to sbhlestuo 

siv to sblatuo yitiwseesoen sou :VAGE . AM 
Dalit fltw voy wats TF -8eviscemedd eeinsqmoo deund 
sdv lo siwdotq edt at nolttsudte SaeTetiib eltsiins 


-88enleud ont to eegnsdo eft bas geonsveetl 2.0.0.0 


Nethercut & Young es aes agree te é oe a oh 


Terento, Ontaric 


COMMISSIONER GIBSON: ahere is a very marked 
difference, It has a more seapid. growth rate and 
seems to be more competitive when money is tight. 

MR. BEAN: Yes, and tits ues absorbed a lot 
of the changes in the chequable accounts. There is 
certainly a steady withdrawal from chequable accounts 
and transfer across to the as rks eoapsuckm, 

‘COMMISSIONER GIBSON: Moving back and forth? 

MR. BEAN: Not so much Back but a lot forth. 

COMMISSIONER GIBSON: Well, you keep building 
up these chequable accounts when. your rates are, as 
in the case of this chart, above: ‘the treasury bill 
rate, but that means above the other flexible market 

rates, onsautteua few of them including, I think above 
some of the rates you pay on G.I. éu 

MR. BEAN: No, sir, z think nother factor 
in that regard which should be taken into consideration 
is that those core probably the cen tade, and looking 
at the charts I am sure this can be verified, when 
the money supply of the comms eacasbene increasing 
fairly rapidly. : 

COMMISSIONER GIBSON: When your deposits 
were rising were at times when money supply was in- 
creasing? a 

MR. BEAN : That is right. 

COMMISSIONER GIBSON: I.think that is true. 
When it gets tight they tend to go down? 

MR. BEAN: That is right. 

COMMISSIONER GIBSON: So the suggestion that 


the rates of these deposits are not flexible enough 
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to meet short-term money competition? 

MR. BEAN: Right. 

COMMISSIONER GIBSON: That is indeed indicated 
by your own G.I.C. rates. 

MR. BEAN: That is offset by the flow from 
the chequing accounts into G.I.C. 

COMMISSIONER GIBSON: It is very interesting 
that deposit accounts of this kind should be so 
highly variable and sensitive. Are there a lot of 
big accounts? 

MR. BEAN: If you look at chart 215 -- 

COMMISSIONER GIBSON: That was the next one 
Iwas going to refer to. 

MR, BEAN: This ties the two of them together. 
You will see there is an inverse relationship between 
the- movement. 

COMMISSIONER GIBSON: Does this mean there 
are quite a lot of large deposits among these chequable 
deposits? 

MR, BEAN: There are not too many large 
deposits. There is an analysis of them in there. 

In your terms of thinking the analysis would show, 
IT should think, a fairly close relationship between 
the size of savings accounts each year and those in 
the chartered banks. The distribution is roughly 
the same. A number of companies have looked at it 
very carefully, and this distribution analysis is 
very similar. Primarily it is personal accounts. 
COMMISSIONER GIBSON: This is a very clear 


response to the monetary policy, particularly as 
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indicated by chart No. 8. 

MR. BEAN: As we said in the brief, Mr. 
Gibson, we feel that we do respond and are very much 
subject to indirect effects, and respond very quickly 
to monetary policy. 

COMMISSIONER GIBSON: I want to ask you about 
this interesting group, term deposits, debentures 
and investment certificates. They do not seem to 
show as much response, and you say they at times go 
inversely? 

MR. BEAN: Yes. They would level off and 
respond more quickly in themselves and the reaction 
does not appear in the same way. 

COMMISSIONER GIBSON: You have heronve tank 
group here which is not as marked as the deposit 
accounts. 

MR. BEAN: That is right. 

COMMISSIONER GIBSON: Why have you been so 
much more affected in competiag on this term basis 
than you have on a regular deposit basis? Is there 
any particular explanation of that? You have gone 
ahead in the field here in competition from this 
term deposit business, but on the other you have gone 
more or less average. 

MR. BEAN: I think the term deposit business 
does include more corporate short-term element than 
the chequing account, so undoubtedly that has been 
one of the factors involved. 

COMMISSIONER GIBSON: Does it reflect quite 


notable activity in the money market in recent years? 
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Maybe there have been big changes in the last 90 
years, Mr. Hungerford. This is relatively new, 
is dt: not? 

MR. HODGSON: What is that, sir? 

COMMISSIONER GIBSON: This emphasis on highly 
competitive money market rates? 

MR. BEAN: Yes, I think Mr. Gibson, you will 
agree, that it is relatively new throughout the 
continent. 

COMMISSIONER GIBSON: Yes. 

MR. BEAN: You have a much more conscious 
group of corporate executives, for instance, who are 
conscious of the value of money, probably for the 
first time in a good many years, and they are quite 
anxious to make it workable. All we do here is give. 
them the opportunity on the same basis we give our 
other customers, letting it work through us. 

MR. HODGSON: There is a technical problem, 
of course, in respect to depcsits both chequable and 
other, in the sense that the interest is calcukted 
on a minimum balance in a period, which does not 
lend itself to the same thing. 

COMMISSIONER GIBSON: Are there any rates 
that you particularly watch as to change, such as 
these rates for term deposits? 

MR, HODGSON: Yes, the treasury bills. 

COMMISSIONER GIBSON: This should be the 
most important single indicator, should it? 

MR, HODGSON: And the general yield on 


curb on bonds, where it is not affected by these 
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1 discount situations that were mentioned. 
2 COMMISSIONER GIBSON: Which is really a situatian 
3 in respect to which you cannot compete? 
4 MR. HODGSON: That is correct. 
5 COMMISSIONER GIBSON: Because you cannot 
6 offer anyone a tax benefit? 
7 MR. BEAN: That is right, but there are not 
8 many people taking five or five and a half on G.I.C. 
9 when they can get a government bond at the same rate. 
10 Some will. | 
11 COMMISSIONER GIBSON: This has now become 
12 a very active competitive russes from your point 
13 of view? 


MR. BEAN: Very much so. You can see there 
is wide diversity in terms quoted by various companies. 
It is a pretty competitive business. 

COMMISSIONER GIBSON: Do you find this 
international competition of importance? 

MR. BEAN: Yes, it is a factor in respect 
to short-term. 

COMMISSIONER GIBSON: Do you go into that 
sort of thing yourself? 

MR. BEAN: As an investment? 

COMMISSIONER GIBSON: No. 
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MR. BEAN: Oh, we do swaps. Do you know of 
anybody who does swaps? 

MR. HODGSON: Not as an agent for a customer, 
but on occasion we will make an investment in such 


a thing. 


COMMISSIONER GIBSON: One of the other major 
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factors in competing for deposits occurs as a result 
of the trend in the last decade to open branches 
in suburbs and shopping centres and so on. 
THE CHAIRMAN: It is nearly five o'clock. 
If itis in. order we will adjourn now. We will adjourn 
until 8.45 A.M. tomorrow. 


--- Adjournment. 
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Ottawa, Ontario, 1 
Tuesday, July 17, 1962. 


--- At 845 A.M. the hearing resumed. 


THE CHAIRMAN: Call the meeting to order. 

COMMISSIONER GIBSON: Mr. Chairman, yesterday 
before we closed we were talking about the trust 
companies! activities relating to deposits and the 
credit conditions generally, and we were just about 
to start on one of the other aspects of competition, 
Which is the opening of new branches, and in this 
respect there are two or three questions I wanted 
to ask. 

In the first place, I take it from the 
record that the opening of new branches is, on the 
part of some companies, an important feature in 
competition for guaranteed business. 

Going on from that it is stated in the 
brief in paragraph 1.41 that: 

" ,.economy woulc dictate the develop- 

ment, as quickly as possible, of the 

receipt of guaranteed funds and its 

investment in mortgages." 
Now, the implication here is that this is where the 
trust companies make their money these days, and this 
is another question which would be helpful to us if 
you would give us a little more background. Could 
you say something about branch development and the 
motivations; the kind of business you try to develop 
to make a profit? 


MR. BEAN: I think to deal with your questio 
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point by point, we deal with individuals primarily 
and I think we all recognize the difficulties in 
individuals coming to the central areas of the larger 
cities, with parking and the rest of these problems 
which they encounter, and as a result I think almost 
all companies, even those who have not already opened 
branches in the suburban areas are contemplating 
doing so, and certainly it has been the experience 
of se Su in similar types of business that they 
have found it essential to take their wares to the 
people rather than forcing them to come to a central 
point, so from that standpoint I think it is a 
natural gravitation, shall I say, from the more 
crowded areas into the areas where they can take 
advantage of community shopping centres, and So on. 

I think that the point with respect to 
the relative speed of developing business is twofold, 
really. In the first place, it is a much quicker 
operation; you can develop business much more quickly 
along the lines of the guaranteed account and the 
Savings account than you can in developing estate 
business. In a branh the estate business is naturally 
a very slow process, and you work for years to obtain 
appointments under wills and there is a passage of time 
before that begins to work to your advantage and to 
put business on your books, so that naturally when 
opening a branch we try to do that which will give 
you profitable business at the outset. In addition 
to that, there is no question but that the estates 


and trust business, for the amount of work done, is 
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not as profitable as the guaranteed accounts. We 
recognize that and I think that all the trust companie 
will agree on that point. To be more precise 
about that is almost impossible; there are so many 
intangibles and so many elements of costs which are 
intermixed and I do not think that any of the companies |-- 
and we have all made attempts to do so -- can cost 
the thing out to the point where we can give any 
really sensible figures as to the relative profits 
in guaranteed accounts and the administration of the 
E.T. and A. as we call.that. 

COMMISSTONER GIBSON: Well, when you are 
opening new branches do you -- you mentioned five 
years aS a reasonable period in which to arrive 
at a profitable state; do you always think of going 
into the regular estates and trust business in those 
branches? Why do you not just open an office for 
the guaranteed business in some cases if the other 
is such a long time in coming? Would it not be 
ultimately profitable, too? 

MR. .BEAN: Well,.again it. is. a. very 
difficult question to answer because you cannot, as 
I say, segregate the two in the long run. Initially 
in many cases they are primarily service offices 
from the standpoint of perhaps having savings funds 
with an element of real estate, and that sort of 
thing,..in,them. 

COMMISSIONER GIBSON: Does the real estate 
Side of, it pay. fairly quickly? 


MR. BEAN: Yes, it usually does. 
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COMMISSIONER GIBSON: Well, you have 
the three functions; you have the savings and the 
guaranteed and the longer term stuff and the real 
estate and the mortgage investments? 

MR. BEAN: At the point where you can 
have consultation, and that sort of thing, and’ it 
becomes a basis for all parts of the operation and 
although some parts may not be centered at that 
business at the time, or even where you start out 
essentially with what is a savings office, it 
immediately comes to the point at which you can 
develop the rest of your business and add other 
elements as you go along. 

COMMISSIONER GIBSON: There is quite a 
diversity between trust companies in actual practice 
in this regard; some are quite aggressive in opening 
Such offices and some, I believe the brief says, have 
not opened any offices of this kind. Can you web lain 
why there is this difference in approach, or are | 
they all coming around? 

MR. BEAN: ’ I’ think ‘some of us feel that 
probably most of them will come around to it eventually. 
As you have seen, looking at tie industry as a whole, 
you could not find a more diverse industry, really, 
than we have; the variations between companies are 
almost limitless and I suppose that those who have 
done it think they are doing the right thing and 
those who have not done it think that their policy 
is ‘g00d. There is certainly a tendency towards 


that development, and personally I think it is a logical 
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one. 

COMMISSIONER GIBSON: Is the industry 
becoming less diverse or more diverse? 

MR. BEAN: Personally I would say it is 
becoming less diverse; I think there are people 
who were not -- for instance, at one time there 
were a number of companies who were not in the savings 
business who have since decided that they should 
expand their operations in that field, and I think 
there are other companies in order to take advantage 
of their facilities are bringim their operations 
into all aspects of trust business. 

COMMISSIONER GIBSON: But from what you 
say and what the brief says there has been quite 
marked diversity, and presumably this represents 
a form of Specialization, does it, that some companies 
Specialize in certain aspects of the business and 
find that this background experience makes it more 
profitable for them to stay tnat way. 

MR. BEAN: Yes, I think that is true but, 
as I say, the tendency is towards utilization of 
their capacities to perform most of the trust functions 
which are available and which are normally done by 
trust companies. 

COMMISSIONER GIBSON: Since you have the 
overhead you might as well --- 

MR, BEAN: Make use of it; make use of 
your talents and know-how in handling other steps 
in the business which are all related. 


COMMISSIONER GIBSON: On the other hand, if 
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uy you do that you have people who are highly specialized 
2 in just one or two things? 

3 MR. BEAN: In one company, yes. 

° COMMISSIONER GIBSON: In one company. 

5 COMMISSIONER BROWN: I would like to ask 


a few questions about the investment policy and the 
division of assets, particularly on the securities 
side. There are some places where some of these 
asset divisions are shown; page 80 of the brief, 
paragraph 3.44. 

What I would like to explore is the basis 
on which the amount of cash you hold is decided 
within the company, and also your policy on liquid 
investments. Those are concealed in the figures 
because presumably treasury bills are included in. 
Canada bonds, I understand, so I have to ask the question. 
There are also some figures in the study at table 224, 
I think it. is --.it.is tables 221,. 222, 223. and 224, 
and here again this is done in a rather :onfusing 
method because the cash is shown as in dollar amounts, 
the amount of cash liquid assets, which includes 
the treasury bills, short term paper, et cetera, 
are shown in dollar amounts, and the bond holdings 
are shown in dollar amounts, and the bond holdings 
are also shown in percentage amounts, but we do 
not have a percentage amount for the cash and non- 
liquid cash asset items. 

I wonder if you could outline just what 
the general policies are with respect to cash and 


these non-cash liquid assets? T would like them 
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discussed relative to the two items of deposits 
anad-G.1I.C. 's.ifitheresis acrelation, 

MR. BEAN: I think, Mr. Brown, to start 
with that I would like to go back one step further. 
I think yesterday at some time there was a discussion 
on liguid assets and reference to the point Anas in 
the brief which seemed to indicate that there was 
some laxity on aeee assets, which we think there 
is in the legislation -- in the term of how they 
define liquid assets, for instance, in the Ontario 
legislation. Most of the companies work on a much 
more liquid basis than it would appear there; I 
mean a truly liquid basis. 

COMMISSIONER BROWN: I assume that you 
all comply with the legislation? | 

MR. BEAN: The legislation is, shall 
T say, much too easy because they include in the 
legislation as liquid assets almost everything of 
a marketable nature in the way of securities. The 
Ontario requirements require us to keep 20 per cent 
of our deposit liabilities in liquid assets and they 
are defined as being all forms of short term -- at 
least, all forms of investment, including the Dominion 
Government and the provincial government treasury 
bonds and cash, but it does not have any relationship 
to the term of the particular security, sc that when 
one looks at the reports of the Ontario registrar, 
for instance, one finds that liquidity with reference 
to deposits would be somewhere between 75 and 100 


per cent, which is rather ridiculous. Most of this, 
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or a great proportion of that, will be in long term 
securities which are not in any sense of the word 
truly liquid assets; they are marketable assets, 
but I do not think in the real definition of "1iquidityt 
they are truly liquid. 

I think as-a’ group -- and it is difficult 
tO generalize on this -- but it is evident from the 
figures that they keep -- the figures you have in 
the study there -- that they keep somewhere between 
three and five per cent, usually closer to five per 
cent, I should think, of their deposit liabilities 
in cash. 

COMMISSIONER BROWN: I would like to clarif 
One other point; in deposit liabilities you are 
including generally at this time the G.I.C.'s? 

MR. BEAN: Not including the G.I.C.'s 
for the minute. It is all in terms of the deposit 
liabilities as including chequable and Hon ehedaae le 
‘accounts and based upon experience and the test of 
time, these have been found to be a reasonable pro- 
portion to keep to meet any demands there might 
be against those accounts because, as people in the 
Savings buSiness know, there are very few radical 
changes in the savings business and one must keep 
only enough cash on hand to meet the immediate re- 
quirements. That applies to the liquid assets and 
to the trusts, I would think, and again even on the 
Study figures -- and admittedly you cannot tell from 


the brief figures -- precisely what proportions are 
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kept in more rere assets, that is, treasury bills, 
securities, having a term of, say, not greater than 
three to five years, and I would think from our own 
experience and from discussing other companies this 
is something between 20 and 25 per cent in securities 
of that type, including your cash. 

COMMISSIONER BROWN: Is this related to 
your total responsibility including the G.I.C.'s at 
all, or are they considered separately? 

MR. BEAN: Well, in actual fact I do not 
think most companies where they operate both a 
substantial savings business and a related investment 
business -- and there are some companies, as you know, 
who do not operate a savings buSiness -- but where 
they operate both and where there is a reasonable 
proportion between the two, that those i gksheients 
are sufficient to look after your liquidity and the 
liquidity in the G.I.C. account as well, and since 
this has changed belatively i1ittle on the down side, 
it is an area in which a company will compete interest~- 
rate-wise very quickly and rt quickly to protect 


its position. 
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COMMISSIONER BROWN: In other words, I 
gather it is very difficult to give us a picture on 
what this range might be. On page 80 it is shown on 
a percentage basis of company and guaranteed account 
and the cash is only 3.2 per cent, but if you relate 
that cash to deposits --- 

MR, BEAN: It would run between 8 and 10 per 
cent. 

COMMISSIONER BROWN: Yes. 

MR.BEAN: That is right. That shows a little 
more clearly, I think, in the one chart in the Study. 

COMMISSIONER BROWN: Page 260 of the Study 
Shows some more cash relationships. 

MR. BEAN: It runs out at around 8 per cent 
and it gets up as high as 10 per cent and on occasion 
as low as 5 per cent. 

COMMISSIONER BROWN: And this also does show 
the liquid asset ratio too which runs as high as 22 per 
cent and 18 per cent. 

MR, BEAN; Yes. 

COMMISSIONER BROWN: Within these legal 
considerations which vary from province to province, 
both on the liquidity ratio required and on the 
percentage of total which must be in trustee securities, 
I.wonder if you could explain to us how these are kept? 
Are they kept separately province by province or is 
there a certain amount of fluidity between the provinces 
-- the assets between the provinces? Can you compensate 
for those in one province by holding different 


securities in another province? 
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MR. BEAN: Perhaps Mr. Hodgson could answer 
that better because they have the immediate problem of 
operating in all provinces. 

MR. HODGSON: ~In our particular case there 
is no consistency in this operation. We have considered 
the possibility of operating an investment portfolio 
for each provincial jurisdiction representing the 
assets for the liabilities that may have been taken in 
that province. However, in practice we do not do this. 

Tt is much more efficient, we think, to 
operate a central portfolio of assets and we strive, 
generally speaking to conform to the most restrictive 
legislation of any of the provinces. What this means 
is that at any given time if we were to actually sort 
out the portfolio to represent the deposit liabilities 
of each province that this would more than satisfy 
the most restrictive of regulations. 

Some provinces require that securities be 
maintained in the province under the jurisdiction of 
the provineial courts for the trust which has been 
established in this taking of the deposits. In those 
instances, of course, the securities are maintained 
there in that province. Even when this is not required, 
many times securities which are purchased in a province 
remain in that province, in our office there. Sometimes, 
however, securities are purchased and are brought into 
head office where they are kept. 

There again, we have no fixed rule, and the 
legislation in the various provinces is not consistent, 


For example, Mr. Bean just mentioned that the liquidity 
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reserves in Ontario is 20 per cent, and liquid avses 
are defined as Government of Canada bonds and provincial 
bonds. In British Columbia the liquidity reserve 

for demand deposits is 25 per cent in either cash or 
government bonds. Provincial bomis are not included. 
So, there is this difference in regulation, and if you 
are operating nationally, then, as we do, we have the 
25 per cent liquidity reserve minimum as defined by 

the British Columbia Act. As a matter of fact, it is 
in excess of that. 

That, generally, gives you an answer to 
the question which you put. 

COMMISSIONER GIBSON: When you talk of 25 
per cent liquidity, you. are talking about the ratio 
of these liquid assets, as defined, to deposits? 

MR. HODGSON: Yes. 

COMMISSIONER GIBSON: Not the G.I.C.'s. 

MR. HODGSON: And they are not liquid assets 
as we define them as day to day loans and treasury brlils. 
It is 25 per cent of your demand deposits liabilities 
in cash or Government of Canada bonds -- no mention 
of maturity. 

COMMISSIONER GIBSON: You don't break that out 
into term? 

MR. HODGSON: In the legislation this is not 
mentioned at all. 

COMMISSIONER BROWN: But, in fact, you keep 
about 8 or 10 per cent of this in cash? 

MR, HODGSON: Non-cash liquid assets. It 


depends, again, on the type of deposit liabilities, I 
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would presume. Mr. Bean says, if some deposit -- there 
may be some variation in deposit liabilities, although 
not much, I would think, as far as the actual deposit 

a demas eae concerned, However, in our company 

again we require and need the liquid reserves for the 
short-term guaranteed investment certificates of the 
non-individual type, and this will automatically require 
us out of just investment prudence and experience to 
maintain a higher level of non-cash liquid assets 

to handle repayments of these if at any given time new 
replacing deposits -- or, these deposits were not. 
renewed. 

COMMISSIONER BROWN: On this matter of 
provincial legislation do you have any comments on whethe 
you consider some provinces too easy in their requirement 
and therefore provide some competition within that 
province that is difficult to match? 

MR, HODGSON: I think what we have said in the 
brief and perhaps could be re-stated is that we would 
like to see a consistency of legislation, and we would 
like to see this legislation on the basis of the 
most restrictive that is now in place. In other words -- 
and perhaps it should not be said on the basis of the 
most restrictive, but Ontario has done the most work 
on this kind of legislation and it probably is the best 
act at this particular time in covering most of the 
points. There can certainly be a great number of 
improvements. The definition of this liquidity position 
is one. However, as far as making a comment about other 


provinces having restrictions is concerned, I think the 
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position our company would take would be that we 

regret some provinces do not have up-to-date definitive 
legislation along the lines of the other more complete 
types such as the Ontario Act. 

COMMISSIONER BROWN: You mention you would 
like to have uniformity along the lines of the most 
restrictive: I gathered from paragraph 17 on page 6 
that you would like to have uniformity along the lines 
of the most liberal? 

MR, HODGSON: Well, I suppose we would like to 
have liberal investment restrictions but we believe | 
for the safety of the public and for our own industry 
we are quite content to have good regulation and . 
inspection and this kind of thing, which we now have, 
and in some provinces it is better than others. When 
I say "better" I mean more of it is done. | 

COMMISSIONER BROWN TI would like to explore 
this a little bit because the reaction , naturally, is 
that if you ask, as the brief coes, for uniformity of 
legislation along the lines of the most liberal, then 
why have any regulation at all. However, your attitude 
is apparently not quite at least my interpretation of 
the brief, and you feel operating within the most 
restrictive is not too confining and you would be quite 
happy if you were all on that basis provided the 
enforcement was on the same level; is that correct? 

MR. HODGSON: I don't think, perhaps, we 
are communicating -- Mr. Bean will have something to 
say on this, but before I pass it to him, investment 


restrictions we ask for, in my understanding of it, 
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1} the most liberal, but we recognize the need in this 

2 industry of regulation, and the best reset ay lon and | 

3 supervision prasnmenax might be the most consistent, 

4 and waited visits with an Steage staff of people 

5| taking a ldok at what the operations are. That is the 
6 difference of opinion, I suppose, in the two sections. 
7 COMMISSIONER BROWN: Well then, would you 

8| like to see a closer definition of "ligidity" in the 

9 sense of requiring a percentage in cash and the percentag 
10] in liquid assets, and the definition of "liquid assets" 
11 as being something that is immediately realizeable? 

12 MR. HODGSON: For demand deposits? 

13 COMMISSIONER BROWN: Demand deposits. 

MR. HODGSON: Yes, I think probably it should 
be. 

COMMISSIONER BROWN: Rather than this vague 
definition of any government bond falling into that 
category? 

MR. HODGSON: It would be a difficult one to 
decide whether it should be 5, 6, 8: As we talked 
yesterday -- why is 6 good? However, I think even 
without the regulation each of the companies, based on 
its own experience, is doing this at this particular 
time and has been doing it for a long time. 

COMMISSIONER BROWN: But if somebody wished 
to operate in some province on a lower standard than 
those of your Association, they could do so within the 
legal limitations as they exist, and therefore the 
point comes up whether there should be a higher require- 


ment in terms of cash and immediately liquid assets? 
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MR, BEAN: I think that is right, Mr. Brown. 

I think our feeling generally is that while we would 
like to have the wider range of investments available 
to us -- in other words, the range of investments in 
the most liberal of the acts governing companies 
across Canada -- nevertheless, we do feel the portions 
having to do with the more definite specifications of 
liquidity than exist in any of the acts at the moment, 
I think, would be beneficial because there is always 

a possibility now, and there have been additional 

trust companies formed in the course of the last two or 
three years. Whether or not they are going to be 
operated on the same standards as the industry has set 
for itself is difficult to say, and I think it would be 
a protective feature and a wise precaution, really, if 
the provincial legislation governing this would be a 
little more precise as to the definition of "liquidity'. 
I don't think a 30-year. Government of .Canada bond is a 
very liquid asset. 

COMMISSIONER MACKINTOSH: May I interject a 
question there: In a province where the legislative 
requirements are fairly slack do the small companies, 
operating only within that province, take advantage of 
their extra leeway over the nationally operating company 
who conform to the most restrictive legislation? Is 
that to any degree a problem? 

MR, FORTIN: Maybe the answer is that we don't 
know. We suspect they might; because there is no 
published information in many provinces. 


COMMISSIONER LEMAN: And the Association does 
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nothing to check on its members? 

MR. FORTIN: But they are not members. 

COMMISSIONER LEMAN: Those ones Dr. Mackintosh 
is referring to are not members? 

MR. FORTIN: Some may be, but generally no. 

COMMISSIONER BROWN: There is no requirement 
of a publication of their balance sheet? 

MR. FORTIN: To their shareholders, but there 
is no published information by government -- by 
provincial departments. 

MR. HODGSON: There are balance sheets, but 
I think probably what should be added is that in Ontario, 
Alberta and Quebec trust companies operating in those 
provinces are required to provide extreme detail of 
their operations, not only balance sheet items but. operating 
statements; all their expenses are itemized and shown; 
the sources of their income; the portfolios of the 
company account, and the guaranteed account broken down 
into the classes of securities held. This is done 
yearly to these provinces and this information is 
published and is available to the public. So that 
in this particular industry, to trust companies operating 
in these provinces, a complete disclosure of the 
entire operation is available to all companies, and 
their assets and their liabilities. 

COMMISSIONER BROWN: Coming along from Dr. 
Mackintosh's question, this is not true in all provinces. 


MR. FORTIN: That is correct. 
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MR. FORTIN: I think so far, ad ta as 
far as I know over the years there is a report of 
trust companies for the province of Quebec, there 
is one for Ontario and there is a Dominion peGort’ 
and that is all. 
COMMISSIONER BROWN: You do not mention 
it in the brief, but would you be in favour of having 
this a requirement in all provinces? 

MR. FORTIN: T pope if there was a success- 
ful uniform legislation it would follow naturally that 
there would be reporting and a public disclosure of 
the facts of the companies operating in Canada, because 
each province would have the same requirement as to 
reporting. For as Ane in Ontario on the liquidity 
question the companies have to report twice a year. 

At the end of June, at the end of December they have 

to give a statement on their deposit liabilities -- 

deposits, not G.I.R.'s, -- cash, government owas 

and provincial bonds and in Ontario liquidity includes 

the securities of certain Canadian municipalities. 

They are part of the Ontario liquidity provision. 

If you had that uniformity of legislation and each 

province actually did make that legislation effective, 

then you would have complete information over all 

trust companies doing business in any province of Canada. 
COMMISSIONER BROWN: I think this is obvious, 

but you have got to deal with what is practical and 

what are the more important parts of this uniformity 


if you cannot get complete uniformity. 
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MR. BEAN : At the present time without 
naming any names do I think that would be unfortunate 
and I hesitate to do so and say what je byten conus 
involved on this Beant ven of operating in one province 
and doing things which would not be satisfactory in 
another i I have reason to believe that a trust 
company has been refused permission to operate in 
the province of Ontario but is operating in at 
least two other provinces because they cannot meet 
the standards which are set by the province of Ontario. 
So we do feel that there is a desirability, shall I 
say, in all provinces meeting at least the standards 
of Ontario with respect to their method of operation 
and their liquidity et cetera. | 
COMMISSIONER GIBSON: Does not this kind 
of thing, minimum standards, rather work against your 
desire to have more investment power? 
MR. BEAN: I do not think it is really 
the liberalization of the investment power proper 
which is the issue; it is more a question of keeping 
a good solid basis from the standpoint of liquidity 
and that type of thing. Beyond that point we 
suggest that the broader investment powers are not 
such as to enable any company to get into real trouble 
because most of these companies aside from the liquidit 
will work towards mortgages. 
COMMISSIONER BROWN: In bond portfolios 
there is a trend which appears to show up in an 
increasing percentage in corporates -- corporate 


bonds. Would you care to comment on this? 
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. MR. BEAN: Mr. Brown is asking about an 
2 increased proportion or an apparent tendency towards 
3 an peered in the proportion of corporation securities 
+ as against rovernnent ee opiett tea in the portfolios 
5 of the companies. “I think that is just really the 
6 marketplace working and the more attractive opportuniti Ss 
7 there have been in the last five years to invest 
8 in corporate Saeurt ties rather than government 
? securities. I do not think it is anything more than 
10 that. 
11 MR. HODGSON: With perhaps one addition. 
12) It probably does include the shorter term evidences 
13 


of indebtedness of corporations, sometimes called 
commercial paper, where a corporation will issue a 
security for a period of under one year. This has 
grown very considerably over the last ten years 
and in our own company's case we have acquired these 
evidences of indebtedness. There is a wide range, 
as no doubt you know, of top grade companies issuing 
these obligations for very short periods, sometimes 
repayable on demand. I think this is a very broad 
subject, this commercial paper, and the banking situation. 
COMMISSIONER BROWN; I think you have 
answered my question. They are not just long term 
corporate bonds? 
MR. HODGSON: No -- grain companies' paper 
et cetera. 
COMMISSIONER BROWN: That is all I have. 
COMMISSIONER LEMAN: In this business of 


moving corporate paper do you see any relationship -- 
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there are relations established between the trust 
companies and various corporations as en a sort of 
reciprocal business on a reciprocal business basis. 
Is there any relation between the corporate paper 
you can acquire and the business you do with these 
corporations in the way of services like transfer 
agencies and corporate trusteeship, et cetera? 

MR. HODGSON: I aecia say that 99 out 
of 100 purchases that are made -- probably the 
percentage is higher than that -- are ma de through 
an investment dealer. These obligations are publicly 
offered to all and sundry. I will not say cases never 
existed but it would be an extremely rare case for 
an obligation to be eieenanee directly from a 
corporation. 

COMMISSIONER LEMAN:s But you exercise 
your own judgment on the value of the paper. The 
investment dealers told us there was an area of 
worry on their part about the danger that commercial 
paper would not be sumauean well enough by them. I 
think they expressed a little worry on that score. 

MR. HODGSON: I know our company and 
some of the other auc esd have discussed this matter 
with dealers and this paper is bought by people who 
do not require the safeguards and the investigation 
that a more professional investor would pursue. The 
investment dealer is acting as an agent in this respect 
and presumably all the investment dealers do not do 
all the work that all the other ones do so that in 


acting as an agent with limited liability some might 
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ensure that all the circumstances on the obligations 
are correct and adequate and some might not. I think, 
as I understand it at least, that is the problem there. 

COMMISSIONER LEMANs If I may return for 
just a minute to the question of liquidity reserves, 
we have heard from some institutions that they did 
not have mach compunction about borrowing their liquidity 
reserves from the bank. Does the legislation affectin 
trust companies permit this? 

MR. BEAN: The non-borrowing legislation, 
Mr. Leman, which you obviously refer to in a way 
refers to borrowing from the publics; in other words, 
the trust companies are not allowed by law, I think 
in almost all provinces, to borrow by way of debentures 
or otherwise from the public. But there is no 
restriction with respect to borrowing in the ordinary 
course of its business from a commercial bank or 
chartered bank in its company account. ) 

COMMISSIONER LEMANs But spebifiedty what 
T meant is do you know if some trust companies have 
at times borrowed their liquidity reserves, in other 
words, they have met the liquidity requirements through 
borrowing from the banks? 

MR, BEANs I think on occasion certainly 
trust companies have replaced their cash position 
through loans from the bank, that is right. 

MR. PEMBROKEs May I ask if you mean 
guaranteed funds or company funds? 

COMMISSIONER LEMAN: Well, I asked the 


question in a general way -- wherever there is a liquidity 
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be bi hegeKe? 
MR. PEMBROKE: That would be guaranteed 
funds. 

MR. BEAN: I think really if you must 
Separate the two of them from the standpoint of cash 
requirements and where there is a cash requirement 
in guaranteed account it may well be met from company 
account and through loans borrowed in the company 
account. I think the point Mr. Pembroke wanted 
to make was you cannot borrow against your guaranteed 
account but there is nothing to prevent you borrowing 
money through a company account and putting the 
cash in the guaranteed account. There is a certain 
amount of what we call allocation of assets which is 
literally the sale out of this collective trust account 
to the public and in that way you can always put your 
guaranteed account in cash. Any loans there are 
would be taken out of company account katie oulpanies 
do sometimes borrow substantial amounts from the 
chartered banks. 

MR. HODGSON: This would not be frequent, 
I do not think. 

COMMISSIONER LEMAN: Would the company 
feel a very strong urge then to get out of debt to 
cover their liquidity reserve? 

MR. BEAN: I think in most cases they do. 
On Some occasions it has lasted over a period of time. 
Most companies are reluctant to have it appear in their 
statements from time to time that they have bank 


loans, I would suggest that in most cases they would 
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id be for a very temporary period, 
2 _ COMMISSIONER LEMAN: Do most of them carry 
3 formal lines of eredit from banks? 
4 MR. BEAN: I would think so. I know we 
5 do. | 
6 . MR. HODGSON: I think we mention that. 
7 MR. BEANs I think almost all companies do. 
8 COMMISSIONER LEMAN: We talked about 
9 commercial paper. There has been expressed the 
10 thought that at the appropriate time there might 
11 be a development of bankers ° acceptance business 
12 in Canada and the banks have, done guite a bit of 
13 ase on this. Would you consider yourself a good 


market for these when they are established? 

MR. HODGSON: On occasion, yes I think SO. 
Making a personal opinion, I think many of the 
purchasers of the so-called commercial paper in the 
past have acquired this paper largely on the basis 
that repayment at maturity dase would be made by the 
bank. There is obviously no flow of funds for the 
repayment of this debt aid most of the companies 
schedule for the actual dates that the paper has 
been dated for, and I think the advent of the banker 
acceptances is a desirable. thing. I feel that in 
many instances perhaps the corporation borrower through 
these short term obligations has been enjoying a 
very definite advantage. His ability to issue and 
Sell these securities has been largely determined by 
his bank line of credit and banks have been required 


or have done this with no recompense. to themselves. 
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Now, if arts bankers! acceptance comes 

along it will be a little bit more costly for the 
commercial company to borrow in this fashion, so 
that there is a possibility that as now probably 
more frequently the banker acceptance will be less 
and less a profitable medium for investment. Some- 
times it will be but sometimes it will not. So 
it will not be a continuing constant, always available 
competent investment medium, I do not think. 

COMMISSIONER BROWN: Gould I ask one 
question which leads from a question of Mr.Leman's? 
If a company does borrow from the bank to meet its 
liquidity ratio, does that liability to the bank 
become included in the moneys deposited for the 
liquidity requirement? 

MR. HODGSON: I cannot speak to that, Mr. 
Brown, because in my experience we have never bovteued 
from the bank. | 

MR. FORTIN: I think the answer, Mr. Brown, 
is that the liabilities of the company including 
moneys received on deposit is the total liability 
from which you deduct the cash on hand in arriving 
at your liquidity requirements; in other words, if 
you borrow and still have the cash, borrowing does 
not make any difference. The liquidity ratio is 
20 per cent of your liabilities and issued debt 
plus the amount received on deposit less the cash 
you have on hand. In the Dominion ratio I think 
what you do is you deduct the cash on hand from the 


debt. The result is slightly different but you do 
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have the cash. 

COMMISSIONER BROWN: This changes the whole 
calculation. In all this discussion cash is deducted 
from deposits. 

MR. FORTIN: That is for the limits of 
borrowing. 

MR. HODGSONsThis is company account. 

MR. BEAN: We are confusing two different 
things. I think Mr. Fortin is talking primarily 
about the relationship between capital reserves and 
total deposit liabilities. That is the case there. 

In the province of Ontario, which is the only one I 
can speak of with any knowledge, in calculating your 
cash liquidity you may and do take into account both 
those assets available in the guaranteed account, 

that is, liquid assets there, and also in company 
account and from your cash you deduct any bank loan 
you may have so that in effect you cannot for the pur- 
poses of liquidity ratio use the money borrowed from 


the bank to increase your liquidity in that area. 
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It goes automatically off your cash. It is treated as 
cash overdraft. 

COMMISSIONER BROWN: This clarifies the 
picture a little bit, does it not? In other words, 
for the purposes of that calculation it deos not avail 
you to borrow at all? 

MR. BEAN: It put you in a position that you 
can meet obligations from a much different standpoint, 
and when you have the in-cash required you may do so, 
put from your standpoint of over-all liquidity it does 
not help you one iota because it is taken off your 
cash on hand. 

MR. HODGSON: The actual mechanics that would 
probably take place would be the sale of bonds out 
of the guaranteed account which guaranteed the company 
account. 

MR. BEAN; That is right. 

MR. HODGSON: This is a substitution of 
assets. 

COMMISSIONER LEMAN: If I understood you 
properly a little earlier, even in Ontario the liquidity 
ratio base is not a proper liquidity ratio base. 

MR. BEAN: Speaking personally again, and 
I think I speak for a number of the companies, we 
certainly feel that it would be desirable and preferable 
to have a more precise definition of liquidity than 
that which exists in the Ontario Act. 

COMMISSIONER LEMAN: Even in the Ontario Act? 

MR. BEAN: Even in the Ontario Act. 


COMMISSIONER LEMAN: Therefore is it fair to 
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assume that from the legal requirement standpoint, 
this business of the way it is calculated in view of 
what the assets are and What can be thrown into the 
liquid section has not been a problem? 

MR. BEAN: No. As I suggested, in actual 
practice over the last few years some companies on 
the Ontario standards have been 75, 35 or 90 per cent 
liquid. 

COMMISSTONR GIBSON: Yes, and yet this does 
not obviously make you very happy, because it does not 
make you all happy. You say in the tenth item of 
the brief that the problems involved in attracting and 
managing savings have multiplied of late owing to the 
trend in the mortgage market towards long-term obligations, 
so that a substantial proportion of investments are 
now made long-term despite the predominantly short-term 
nature of trust company liabilities. Basically you 
are here talking about a real problem of liquidity, 
are you not? 

MR. HODGSON: Well, a potential problem. 

COMMISSIONER GIBSON: Yes, and when you talk 
about 70 and 80 per cent liquidity, this is not very 
meaningful, I take it? 

MR. BEAN: I would suggest, Mr. Gibson, as 
I suggested at the start that in terms of what we 
would think would be true liquidity, the ratio is much 
lower than the one you suggest because of the broad 
definition in the Ontario Act. 

COMMISSIONER GIBSON: Well, is there any way 


we can get this sorted out so we can see the picture 
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more clearly? ,We do have some figures here in respect 
co cash in relation to the chequing deposits, but we 
do not have a clear picture of liquidity in relation 
to the G.1I.C. business. Mr. Hodgson has said that 

he will match some of these big transations but he 
obviously does not match them all, and you have a 

lot of small transactions. Is it possible to see this 
unified picture?. 

MR. PEMBROEK: Mr. Chairman, may I, make a 
comment.,in this regard? 

There is a tremendous diversity of practice 
among trust companies, as I see it, in the handling 
of their investments for this guaranteed. account... 
That has perhaps partly accounted for the differences 
between the companies. That in addition runs the 
issue of guaranteed investment receipts, and at the 
same time issues. of, these chequing accounts, and. 
the company that does not. 

Incidentally,.I might say here,it is because of | the 
very fact that one, of the very large companies. in the 
guaranteed investment receipt business, is not in. the 
chequing business, the inclusion of the figures 
of that. company distorts any type of chart that you 
work out that covers the whole field of guaranteed 
investment accounts. 

When. you talk about liquidity I. suggest 
that the requirements in the two segments of the guaranteed 
account are in fact quite different. For example, the 
company that has a substantial amount of deposits 


obviously would itself decide that it had to have a 
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very substantial liquidity figure in order to cover 
those deposits. But, the company that sold only 
guaranteed investment receipts, and only a small 
portion of those sales were represented by demand 
receipts would not feel it necessary to have such a 
very high degree of liquidity. That, L might say, is 
theory. In practice the company I referred to that 
does a very substantial business in guaranteed 
investment receipts has in fact a liquid ratio at all 
times very substantially more than any figure I have 
heard mentioned here so far. 

COMMISSIONER BROWN: Shall we suggest that 
you should not be quite so modest in referring to the 
company? 

MR. PEMBROKE: I do not wish, Mr. Commissioner, 
to be accused of special pleading, because I certainly 
associate myself with the rest of the industry in 
these discussions. 

IT would like to suggest in answer to the 
question by one of the Commissioners -- I am sorry, 

T do not remember whether it was Mr. Leman or yourself - 

COMMISSIONER LEMAN: It does not matter, they 
are all official questions. © 

MR, PEMBROEK: Somebody asked the question 
as to what alteration or what differences we would 
like made in the existing legislation with respect 
to this question of liquidity. I would like to suggest 
that the Commission might give consideration to 
suggesting in a general way that the authorities 


differentiate between these two segments, for the 
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1 reason, as I say, the companies themsevles would 


2 recognize the necessity for greater Liquidity where 


w& 


they have a greater amount of money callable on demand 


4 as opposed to liquidity necessary for term deposits. 


5 I believe that if we were able to get uniform legislation 
6 throughout the provinces, legislation’ s0 far as it 

7| deals with liquidity might very well deal with those 

8| two segments separately and probably, I think, 

9 advantageously require that the liquidity ratio in 


10| respect of guaranteed investment receipts be geared 

11] very closely to the amount of those receipts that 

12| are payable on demand. 

13 COMMISSIONER BROWN: Or within what period? 
MR. PEMBROKE: Or within 30 days. I would say, 

for instance, if you have a very substantial amount 

of receipts issued that are, what shall I say, payable 

in 90 days then part of your liquidity should consist 

of items that have a maturity not exceeding 90 days. 

I do not say that the whole thing need be matched 

but, for example, there is a statement made here that 

guaranteed investment funds are a very substantial 

outlet for mortgages. That is definitely not so in 

my own case. I would consider guaranteed funds a 

stable vehicle for mortgages in respect of monies that 

I am going to keep for five years. Very relatively 

I do a matching job. I take mortgages that are due 

in five years and match them, as it were, against 

contracts that are issued for five years, but I do 

not in respect of my own company agree with loading 


guaranteed accounts with a great deal of mortgages, 
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irrespective of the maturity requirement of the 
corresponding guaranteed investment receipts. 
COMMISSIONER BROWN: This does bring up a 
question in respect of which we slipped. At least, 
I omitted to ask it, and that was, to what extent is 
matching of maturities made an objective of these 
guaranteed investment certificates? 
MR. PEMBROKE: It is not, in so far as I 
am concerned, too significant an operation. It 
could not be for a whole lot of reasons. One of them, 
for example, is that I have a very substantial amount 
of, let us say, demands. Now, that. sounds like 
"demand" period, meaning that they can be taken. -- 
they obviously can be taken away fromme at any point 
of time. In point of fact, I find that a very substantial 
part of that demand rolls over. In other words, month 
after month after month it still stays on demand. 
It is hard to understand quite why, but the fact is 
that it does. A certain number of people like the 
liquidity and, for various reasons, they do not put 
that money in banks and they will not put it in 
treasury bills. Sometimes they preclude it from being 
so used, so they leave it on demand and it might stay 
with me on demand for, let us say, six or eight months. 
Well, obviously when I am considering my liquidity 
I have got to think of that, and I hold in the back 
of my mind the secure knowledge that a certain proportio 
of that demand will not in fact be called upon 
immediately... In other words, it won't be called on 


to the extent of 100 per cent. 
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THE CHAIRMAN: Not only that, but you have 
got funds coming in and not being withdrawn, so that 
the net position is the important position. 

MR. PEMBROKE: Yes, sir, and I rely on that. 
It cannot be relied on too much, of course. 

THE CHAIRMAN: That is right, but it is 
a big factor? 

MR. PEMBROEK: Yes. 

COMMISSIONER GIBSON: Our problem is, how 
do you see this picture, you see. What you say sounds 
eminently sensible and is a rational pattern, but 
we look at the statistics and they do not quite come 
out that way because of these differences as between 
companies, I presume, and so on. 

MR. FARIBAULT: I would say so far as.we 
are concerned we follow the practice of the Royal Trust. 
I would say that as far as mortgages are concerned 
our board never authorizes us to go over a certain 
per cent, and they have never zeached 16 per cent. 

The average maturity of our mortgage is 34 years. 

COMMISSIONER GIBSON: Well, the General Trust 
and the Royal Trust in this sentence I think represent 
the trend in the mortgage market, and I refer to that 
portion which states that owing to the trend in the mortgage 
market towards long-term obligations, so that a 
substantial proportion of investments are now made 
long-term despite the predominantly short-term 
nature of trust company liabilities. Is this not a 
major concern? 


MR. BEAN: I think, Mr. Gibson, that the two 
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companies mentioned are at one end of the spectrum, 

as it were, and at the opposite end of that spectrum 

you have the company whose policy is in a directly 
reverse position to that which does and has over a 

great many years, investing almost entirely in mortgages 
as far as its guaranteed investment certificate monies 
are concerned, because those monies are of a long-term 
nature relative to the type of business of which 

Mr. Pembroke spoke. There is the large portion of 

a demand business on a nine months and a s’?x months 
basis, and so on. These were, as we mentioned yesterday 
the predominant retail business of G.I.C., and are 

in the area of three to five-year terms. 

THE CHAIRMAN: In view of that the liquidity 
requirement would be quite dirterént for each of these 
companies? 

MR. BEAN: They are entirely different, and 
that is why it is difficult. 

THE CHAIRMAN: It is difficult to mve a 
general provision by statute or otherwise as to limits 
which tie you down to certain liquidity requirements. 

MR. BEAN: Yes, and it is one of the things 
that complicates the industry. We have said so many 
times, that companies all in the same business are 
so varied that it is very difficult to apply a set of 
rules which will cover all situations in all companies. 

COMMISSIONER BROWN: I have now had further 
opportunity to look at this chart No. 235 which I 
could not find earlier in the Study. It seems to be 


in a different place than at that point where it was 
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being discussed. 

The first half of it covers 15 companies and 
the last part just covers 7. I refer to Table 255 
following page 260 in the Study. There is a very 
apparent seasonable variation in the cash ratio 
coinciding with the fourth quarter. 

COMMISSIONER MACKINTOSH: How many companies 
have the calendar year as the fiscal year? 

COMMISSIONER BROWN: I was leaving that 
unsaid, sir. 

MR. BEAN: I think the majority of companies, 
Dr. Mackintosh. Some have not. I can think of two 
or three companies who are on the October 31 year-end 
basis rather than the December 31. 

COMMISSIONER BROWN: There is nothing sinister 
in this, but can you account for this fourth quarter 
variation? 

MR. HODGSON: In our case there is a situation 
that arises. We act as a mortgage finder for several 
mortgage buyers -- life companies -- and under normal 
circumstances the mortgage investments in this aspect 
advances as the buildings go along, and they are 
done in this time of year, the building season. The 
majority or great bulk of the sales of the mortgages 
to our principals take place in the latter portion 
of the year. So that in these particular circumstances 
the percentage of mortgages rises during the middle 
term of theyear and decline toward the end of the year. 
What happens in that case is that you get a flow of 


funds back which you keep short in order to go through 
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the same thing in respect of your commitments the 

next year. I do not say that this accounts for 

all of this, but that sort of thing is a possibility. 
T cannot think of any other specific reason that would 
bring this about, but that has an effect in our case. 

COMMISSIONER GIBSON: Window dressing is 
unknown among trust companies. 

MR. HODGSON: This is the obvious thing and 
other organizations and finance institutions have 
sometimes been referred to as doing this. I would 
not think there is a great deal of it. 

There is one other situation, of course. 

Two companies I know specifically make their payments 
for interest on July 1st and January ist. This 
inereases the cash at December 31st because the funds, 
or the assets are changed into cash from the cheques 
that are issued dated January lst. 

COMMISSIONER BROWN: That builds the cash 
up at December 31st, but the peculiar part about 
it is that on the average at the end of the second 
quarter, which would be June 30th, is the low point 
throughout the year. 

MR. HODGSON: I cannot account for that. 

MR, BEAN: I should hate to be practical about 
this thing, but undoubtedly a company will put its 
best foot forward at the end of its published year. 
There is no question about that. I think it would be 
unrealistic not to do so. 

COMMISSIONER BROWN: What are the requirements 


in Ontario? I think it has been mentioned that it is 
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twice a year. 

MR. BEAN: June 30th and December 31st. 

MR. HODGSON: I thought I would make an 
addition perhaps to the answer to Mr. Gibson's question 
in respect of which Mr, Pembroke elaborated. In 
none of the legislation to my knowledge is there a 
liquidity requirement for term deposits; guaranteed 
investment certificates, | 

COMMISSIONER GIBSON: Regardless of the term, 
whether if is three months or five years? | 

MR. HODGSON: That is correct. It only 
applies to deposits, and the way the Ontario Act 
describes these, are deposits repayable on demand for 
up to 30 days. That is the conventional withholding 
period that is usually required in savings accounts. 

COMMISSIONER LEMAN: Stemming from your 
plea for uniformity, it looks as though one of the 
recommendations of this Commission might be to suggest 
the date for the next Dominior-Provincial Conference, 
but more seriously, I would like to ask you whether 
your Association has done some work to obtaining more 
uniformity in the legislation. I believe it has, 


has it not? 
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Now, what has been the. Ampediment ; who 4 an against 
the Association, ‘non-member UD dead companies or who? 

MR. FORTIN: tT think in the long run it 
is a very exacting and difficult study of the various 
pieces of legislation because alot of it is steeped 
in antiquity. np it has been that way a long time and 
to Eo through the Act of one province and to get 
at the language and starting with one, it takes 
months: and months and months because you run into 
what has for so long been the practice, that by 
the time you consult everybody and you negotiate 
and discuss with the supervisory authorities, it 
takes an urate long time. 

Some years ago, for example, in connection 
with mortgages there was a committee reviewing tue 
Act, the Trust Corporations Act of Ontario, which 
“eovers the various companies who report to the 
Registrar of the province of Ontario. My recollection 
is that we eee ee de tor aeeut fifteen months. 

The Act was reorganized but it still left a lot of 
questions where there was doubt as to its meaning 
because it had beem that way for a long time and 
nobody wanted to disturb whatever Meee things meant. 
We did change some , but it is a continuing process 
and it is a long, arduous job and we must have if 

you go to a province -- for example, Alberta recently 
changed its Act and copied from the Ontario Act, but 
there are difficulties nevertheless, and by the 


time you get each of these things worked out you can 
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be at it very comfortably for sive years and do ybthitns 
else and still have eepeikes: and it is a terrific 
job of studying and further to shit’ for éxauptes 
there are committees on uniformity of accounting 
by provinces and I think that I have been asking 
about some of these thick for about fifteen years 
and because you have different viewpoints and different 
people they have got to be reconciled, it is a 
long term proposition and the first step in my 
opinion is to get acquiescence of the authorities 
to sit down and do a study of it; to pick out of 
each of them the best that there may be, and that 
in itself becomes a matter of opinion. It is not 
an easy task by any means , it is a long drawn out 
affair. 

COMMISS IONER LEMAN : Despite unanimous 
recommendations by your Association? 

MR, FORTIN: Yes, because you run into 
niceties of language and text and Mr. Pembroke, for 
example, enunciated one this morning, but there are 
gradations of views even if you subscribe to the 
principle in various areas; you know it is not an 
easy task to convince a province that what it has 
been doing might be better done in some other way. 
You have to think of the prominent officials, you 
have to think of the viewpoint of the Minister in 
charge, and you have the legislature to worry about 
and there are some things which you may feel that 
you are not prepared to recommend because you have 


the feeling that in this particular area the legislatur 
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will not go for pit, 8 } nave to work +t towards it at 


a very slow sort of a pace. You Just do not go and 
say this is a "model ack, put it an", it just does 
not work that way. Pee 


MR. PEMBROKE: i. ‘think: that ‘Mr. Fortin 


will probably agree that he easiest part of that 


job is to get agreem Of the professionais, the 


superintendents and ‘the 3 


egistrars, and | $0 forths 


they are mE: more S wiLing, think, to discuss 


uniformity chan ‘their - era, the various Ministers 


ATRAAN: «1 they. 1 have | eo persuade the 


Ministers that they are rr ponsible and generally 

the Minister -- ne, ts not netessardiy a Person who 

is familiar with the intricacies of this involved. 

matter and hesitates: to take the responsibility. 
MR. PEMBROKE: “The Line. of least 


resistance is to do nothing. 


THE. CHATRMAN: They have aiuad greater prob- 
lems of a reaver political significance, perhaps. 


MR. FORTIN: . ‘think. there is a tendency 


to say, “Well, it has working pretty wells why 
raise the point?". | ; 

MR. ‘BENSON: ‘There is ALSO. a marked Jack 
of enthusiasm towards. ooking at ‘ontario as a mene - 

THE CHATRMAN: We are all familiar with 
int. : | 

COMMISSIONER BROWN: You: mean Ontario 
or that attitude? bakes : 


THE CHAIRMAN: I am afraid I am very familia 
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1 with pet, We are very modest men tase: 
2 I think that we might adjourn now for 
3 ten minutes. 
4\ 

-~-- Recess, 
5 
6 : THE CHAIRMAN: We will now resume 
7 COMMISSIONER MacKEEN:. Mr. Bean, I have 
8 a few general questions on mortgages and the mortgage 
9 market, and I would like to enquire into this as 
10 ron as possible, and I have wee a statement issued 
11 by the Bank of Canada showing the assets and 
12 liabilities of seventeen of the larger companies 
13 extending over a period from 1951 to 1960 inclusive, 


and from this it appears that assets and liabilities 
oe almost doubled. 

On ins asset side fiaise is one interesting 
item errey is mortgages and agreements of sale which 
have risen in every year from 1951 to 1960, and it 
went from $117 million in 1951 to a total of $442 
million in 1960, or nearly four times the 1951 figure 
in that ten year period. This is nearly double the 
increase for these companies percentage-wise upon 
a increase in bonds . It is only exceed€d, percentage- 
wise, by eis amounts ani as investments in corporate 
and other bonds and in amounts it is comparatively 
small. 

The Commission will be interested in an 
explanation of the various factors affecting this 
apparent interest in mortgages as an investment. In 


other words, there may be an improvement in income as 
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a factor. 

MR. BEAN: I think the real answer to it 
is to be found in the liability side of a statements, 
in which you. see that the guaranteed investment 
certificate -- I am looking back ten years rather 
than. five -- but in the brief at page 80-it shows 
that the G.I.C.'s at the end of 1950 totalled 166 
million. At the end of 1960 they totalled 691 
million, which is an increase of 530 million. During 
that same period mortgages increased from 102 million. 
to 452 million, or an increase of. 350 million, 
approximately, and that, I eps. is the real answer 
because most of the companies are not at the end 
of the spectrum that Mr. Pembroke is at, and they 
do as a matter of policy and as.a matter of ordinary 
practice put most of their G.I.C. money into mortgages. 

COMMISS TONER MacKEENs Why? 

MR. BEANs .I think simply for the reason 
that. most of us are not as successful as Mr. Pembroke 
in investing our money elsewhere and cannot make a 
living in paying the rates on the G.1I.C.'s which we 
do and it is invested in mortgages and this is how 
this industry really operates. 

The trust companies and. the loan companies 
have always been looked on as a ready source of funds 
and they have done that and particularly they serve 
the commitments of people on existing housing and it 
is primarily upon the residential business, although 
some companies take other types of property as 


collateral for money lending, but primarily they have 
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invested thet moneys in residential loans and over a 
long period of time they can look to them as the 
Source and people go to trust companies for mortgage 
loans for that reason, so that we feel we have an 
obligation, really, to the people of the country 
to provide as an intermediary substantial amounts of 
money for mortgage purposes... 

COMMIS SIONER MacKEEN: Do you find that 
income is much improved after paying the cost of 
servicing the mortgage as compared to buying debentures 
that there is an improvement in that income? 

MR. BEAN: Well, there are certain times, 
certainly, when you wonder whether it is -- in fact, 
you do add an alternative when rates are sufficiently 
high you cut back Bane of your mortgage lending and 
investment in securities, but by and large we certainly 
feel that the mortgage lending business’ has been worth- 
while and that we as an industry continue to me 
a large proportion of these funds into mortgages 
in spite of the fact at certain times in the interest 
cycle where you have undoubtedly invested a higher 
proportion than in bonds because of the relevant -- 
having in mind the cost of administration of mortgages 
and the loss factor in them as well -- or, the 
potential leas factor, Shall I say. 

COMMISSIONER MacKEEN: But it is a fact 
there is no variation in book values as against the 
possibilites of fluctuations in book value of bonds 


having an effect on your decisions? 
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MR. BEAN: Speaking personally for our 
own company I would say it has very little, if any. 

Under the present regulations of the 
various jurisdictions across the country, the trust 
companies, like the life companies, have been 
authorized to use in their annual statements to the 
Registrar and elsewhere, amortized values for govern- 
ment securities so that in effect it is not a very 
great factor as chocsing between investment in govern- 
ment bonds or in mortgages. 

COMMISSIONER MacKEEN: anes is a certain 
lack of liquidity in comparison with government 
bonds; would that nee any effect on your decisions? 

MR. BEAN: To be a little facetious, I 
think perhaps va mortgages are more liquid than the 
Canada bonds, and I see in the most recent issue 
they decided to put in a sinking fund which will 
probably be about the same size as the one that — 
exists in mortgages. With mortgage accounts one 
is always — large amounts of money coming due 
for investment and as mortgages, While not saleable 
to the same extent are, in fact, from the standpoint 
of looking at liquidity, from the standpoint of pro- 
ducing cash on a regular basis, are probably better 
than some government bonds because in an ordinary 


mortgage account, both in our industry and the 
life insurance industry, I think that the figures 
must decide. It will produce about ten per cent 


of the amount in cash over a period of twelve months 


of repayments. 
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“COMMISSIONER MacKEEN: Well, : rental 
amount of the gamelan of eaeey gO tate. I suppose, 
the G.I.C. account; we have oe Pembroke's suggestion 
as to what the proper proportion is, the percentage. 
What would your opinion be? 

MR. BEAN: Well, I think perhaps I might 
ask Mr. Thomas to speak to that; he is at the opposite 
end of the spectrum, 

COMMISSIONER MacKEEN: Pardon? 

MR. BEAN: Mr. Thomas is here and his 
company is at the opposite end of that spectrum where 
they invest predominantly all their G.I.cC. funds 
in mortgages. Mr. Thomas? 

MR. THOMAS: I think on the other side of 
this we could probably give the Commission some 
information on our operations. We have been in 
business 73 years and we eririna cea as a mortgage 
loaning Sounehy ane became a trust company in 1926. 

However, as Mr. Bean has said, there have 
been two reasons for mortgages; chiefly, to serve 
the communities in oerer we carry on our business 
and, secondly, as an investment for our company. 

Our guaranteed investment security fund has almost 
totally invested in mortgages and we have a demand 
from time to time on ne source of our funds for 

our services. Right now we are paying 54 per cent 
on a are to five year certificate, so it iS more or 
less expedient for our company to invest in mortgages 


in order to get the return and pay the money we are 


paying on the certificates. 
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I think there is one other factor: There was some 
discussion of liquidity. Practically all of our 
mortgages are on a monthly payment basis. You are 
getting part of your principal back, usually amortized 
on a 10, 12 or l4-year period. So, every day you 

have money coming in from principal as well as interest, 
which is re-invested again from day to day. So, 

you haven'tgt the situation of being faced with a 
5-year certificate and then taking a three to five-year 
mortgage on it which you have to wait for, because 

they are being paid back -- quite a number of the 
mortgages. So, you are always in a money position 

as far as your certificates are concerned. 

In addition to that, I think all of the companies 
as well as ourselves maintain reserves, and in those 
reserves we try to space the maturity of our bonds 
in comparison with the maturity of the certificates. 

So, in addition to mortgages to back up the certificates 
we also have a reserve of bonds to meet the contingency 
of having to meet guaranteed investment certificates. 

I think that is the other side of the investment 

company G.I.C. fund. 

COMMISSIONER MacKEEN: Do you accept money 
on demand -- deposits on demand? 

MR. THOMAS: Yes. 

COMMISSIONER MacKEEN: Suppose that money 
were called? 

MR. THOMAS: Are you speaking of demand 
deposits? 


COMMISSINER MacKEEN: Yes. 
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MR. THOMAS: We don't invest that in mortgages. 

COMMISSIONER MacKEEN: I see. I took it that 
you invested it all in mortgages. 

MR. THOMAS: No, it is the guaranteed invest- 
ment funds we invest almost all in mortgages. 

COMMISSIONER MacKEEN: You don't use any of 
your deposit money for mortgages? 

MR. THOMAS: Practically none. If it should 
be, it would be a very small percentage. 

COMMISSIONER MacKEEN: And the rest is on 
term deposit? 

MR. THOMAS: Yes. 

COMMISSIONER MacKEEN: That is rather a 
different situation from yours, Mr. Pembroke, where 
a very heavy percentage is on demand. 

MR. PEMBROKE: Yes, sir. What I think I said 
was that our practice is not to invest any of that 
type of money in mortgages. The only monies that 
would go into mortgages in my own account would be 
less than the sums available at five years. 

MR. FARIBAULT: If I may, since one subsidary 
of ours is at the other end of the spectrum, just to 

show how Giversified this industry is: We have a 
subsidiary which is practically in the same situation 
as Mr. Thomas. We receive deposits payable on demand 
and also guaranteed investment certificates. Practicall 
all of the guaranteed investment certificates are for 
five years. They are all invested in mortgages, but 
the mortgages are never for a longer term than three 


years, which means that actually we can invest a good 
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proportion of the money callable on demand in mortgages 
also. So it is pretty difficult to generalize. We 
don't do that in our main office, but this has been 

the business of the subsidary which was founded in 1880, 
and the experience there has been practically the same 
as that of Mr. Thomas. 

COMMISSIONER MacKEEN: Mr. Bean, that three- 
year mortgage would not be generally true of the 
industry? It would be more like 15, 20 or 25 years, 
wouldn't it? 

MR. BEAN: I think again there is a great 
diversity amongst conpanies as to what term they 
accept them and write them. Certainly, I think the 
standard throughout a great many years has been the 
five-year mortgage which is more or less related 
to the maturities of the guaranteed investment 
certificates. Aside from some of these shorter-term 
types of which Mr. Pembroke speaks, predominantly 
throughout the industry they are for a period of three 
to five years, and normally the highest period is for 
five years. So, they tend closer to a five-year rate, 
and the two at one time coincided fairly precisely. 

So, you wrote a five-year mortgage and had a five-year | 
G.I.C. Now the situation is changing and our own 
company, certainly, has had to accept mortgages written 
for a much longer term than that. 

COMMISSIONER MacKEEN: As a general matter 
of practice you could amortize them over a 15, 20 
or 25-year basis? 


MR. BEAN: Yes. 
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COMMISSIONER MacKEEN: And when the five-year 
term was up it would automatically be renewed at 
prevailing interest rates? You would not look to 
calling them unless there was some gross negligence 
or unsatisfactory matter on the borrower's part? 

MR. BEAN: That is correct. Under the 
practice which has been followed throughout the years 
and which, as I say, is changing somewhat now, under 
the practice which has existed over a long period 
of time trust companies have taken mortgages on a 
five-year term amortizing them over a somewhat longer 
period, but as the result of taking them for a five-year 
term they have become subject to what amounts. to a 
change in rate at the end of the five years and are 
renewable for a further term of five years at varying 
rates depending on the market. 

COMMISSIONER MacKEEN: The five years is 
to protect you largely against a change in rate? 

MR. BEAN: That is cerrect, but there is a 
tendency for companies who are making construction on 
new housing -- it is a very competitive market, and 
the insurance companies are in this market very heavily, 
and on occasion they write freely loans on a basis of 
20 and 25 years where the rate is not subject to change 
at the end of each five-year period as they have been 
traditionally in our industry. The possibility is 
that as this competition increases we may more and more 
have to meet this competition. 

COMMISSIONER MacKEEN: You may even have to 


go to 35 years. 
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MR. BEAN; Well, I would hope not. I don't 
think anybody has ever considered the possibility of 
doing that. 

COMMISSIONER MacKEEN; On an amortization 
basis? 

MR. BEAN: Not 35 years. I don't think 
anybody I know of has gone beyond 25. 

COMMISSIONER MacKEEN: .I have heard of some 
at 30. 

MR. BEAN: There may have been. 

COMMISSIONER MacKEEN : On the question of 
percentages of values of property, which has been 
raised very frequently before the Commission as we 
have travelled about the country -- the two-thirds 
basis of valuation: Do you say that should be carried 

where it is, or decreased, or increased? 

MR. BEAN: As a group I would say we feel 
66-2/3 is a reasonable proportion of value. Perhaps 
our thinking /témpered by having seen the fluctuations 
so closely as we have over a period of years, the 
fluctuations in the value of real estate and, as we 
lend to a considerable extent against existing properties, 
it is rather repugnant to most of us to lend more 
money than the property has sold for a very few years 
ago, and I think we would all feel 66-2/3 is a fair 
point having in mind the borrower and ourselves, to 
give us a protection and to give him what would amount 
to a reasonable loan against his property. 

COMMISSIONER MacKEEN: If it were increased 


to 75 per cent, which has been recommended, it would 
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mean that practically every loan would go out at 75 
per cent? One group of companies would not stand out 
against that and get no business? 

MR. BEAN: I think perhaps we would join 
with Mr.Pembrokets company and do less in the mortgage 
market. 

COMMISSIONER LEMAN: What form does competition 
take in this field of conventional mortgages on existing 
properties -- interest rates, term? What are the factors 
on which trust companies can compete between themselves? 

MR. PEMBROKE: Any of them, sir: For example,up 
to a fairly short time ago the trust companies in 
general did not lend more than 60 per cent on their own 
conservative valuation. Competition forced them up 
to the 66 market. 

COMMISSIONER LEMAN: Is there much. competition 
on an interest rate basis, or do these tend to 
standardize? 

MR. PEMBROKE: There is when there is change 
being effected. The fellow who makes the change has 
got the jump on the opposition. For example, if the 
current rate on mortgages is running, say, at 6 per 
cent and somebody all of a sudden changes that rate, 
they get a head start on the opposition, because people 
seeking mortgages know very well where to go to look for 
them, and they do shop around. 

MR. BEAN: I was going to say the same thing: 
There is a great deal of shopping by people borrowing 
money, even private individuals, and they will approach 


several companies and the rates may vary, as they do 
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at the moment, by as much as a half to Siuneusauucters 
of one per cent between the upper and lower limits 
of lending rates of various companies. There is 
a great deal of competition on the services provided 
and their capacity to make loans quickly and easily. 
All around hy is a very competitive business. 

I don't think there is as much competition, 
really, rehn he Standpoint of the size of the loan 
as one might think generally, because I think all 
companies, including the life companies who are the 
other big institutional lenders, aside from Central 
Mortgage and Housing -- and they are not involved 
in this -- but to all companies 66-2/3 is a very. 
high limit and they are not prepared to extend the 
valuation so as to make what would be & somewhat 
larger loan than they do provide under the legal limit. 

COMMISSIONER MacKEEN: Finders! fees 
are pretty well universal? . 

MR. BEAN: I regret to say, yes, 

COMMISSIONER MacKEEN: It is only recently 
it has come into my part of the world. Once one 
institution starts it, the rest have to follow or else. 

| MR. BEAN: Yes, I think there is some 

misapprehension, or at least some misunderstanding 
in the public minds as to the mortgage business. Most 
companies, I believe, find good mortgages are diffioult 
to get. There has been very real shortage of mortgage 


money over a period of time, and I know in the studies 


being made I think most trust companies have felt, 


if anything, they have too few mortgages in their over-alll 
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portfolio. 

COMMISSIONER MacKEEN: To get back to the 
66-2/3 per cent basis, most mortgage offices or 
institutions have had experience only in the protracted 
period of inflation in building costs and property 
values which have been sufficient to offset depreciation 
on housing, and usually any loan that gets into difficulties 
-- there is no question of being able to dispose of 
the property; but there was a long period prior 
to that time when the reverse was true. Do you see 
any possibility of that in the future, that things 
might level off to some extent. 

MR. BEAN: Perhaps we have been living in 
rather a Eutopia in the mortgage business for some 
time, I agree; and the losses have been negligible, 
and we certainly feel at some period in the future 
there will be Hodded experienced, as you suggest, 
in periods in which it is not possible to dispose of 
properties quickly and easily and to obtain more 
than the amount of mortgage plus the charges. It is 
for that reason that in our submission we are suggesting 
that there be some greater allowance made to the trust 
companies in the provisions of reserves without paying 
taxes on it. 

COMMISSIONER MacKEEN: For that reason do you 
feel it may be more reasonable to maintain a lower 
ratio loan to the value of the property than to have 
the market too thin? 

MR. BEAN; Are you asking whether we would 


recommend that the rate be 60 per cent rather than 
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1] 66-2/39 

2 COMMISSIONER MacKEEN: Well, not increased 

3] over that. 

4 MR. BEAN: I think, as I suggested earlier, 
5 that the trust companies generally are very close 

6 to property and property sales and fortunately, I 

7 think, for most companies the executive officer has 

8 lived through the period when these real estate properties 
9 and values were much lower than they are today, and I 
10 think that trust companies, as a group, are rather 

11 realistic in this approach to the 66-2/3 and their 


le appraisals, and it is difficult to see how you can 


13 make a loan for more than a property sold for a 

14 matter of a few years ago. 

15 COMMISSIONER MacKEEN: Well, you can get 
16 a speculative builder who puts an inflated value on 


17 a property, and it might happen that you would actually be 
18 loaning more than the 66-2/3, on the price he ultimately 
19 got for the property. 

20 MR. BEAN: That is certainly a possibility. 


21 It depends upon the capacity of the inspectors of 


22 the company concerned, and many companies certainly 
23 put in a proviso on any speculative loans made that 
24 the loan will not exeeed a percentage of the sale price, 


25 which gives some protection on the latter part of 


26 the point you mentioned. 
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COMMISSIONER MacKEEN: That is, they retain 
the whole thing until the property is sold to the 
ultimate purchaser? 

MR. BEAN: That is correct and they want 
advances on their loan when the purchase has been 
completed and we can get this 66-2/3 per cent of 
the original price. 

MR. PEMBROKE: A very large proportion of 
those are completion loans, they do not pay any price. 
The builder makes his banking arrangements to look 
after him until such time as the building is completed. 

COMMISSIONER MacKEEN: Until the building 

is completed and rented for a short time? 

MR. PEMBROKE: Yes. 

COMMISSIONER MacKEEN: Then the full amount 
would be paid out by the trust company? 

MR. PEMBROKE: Unless there is the saving 
elause such as Mr. Bean mentioned which is not, I think, 
too general but that is part of the risk that we 
try to assess when we are appraising the merits 
of the loan. 

COMMISSIONER MacKEEN: You will admit, 
though, it is pretty hard to set a figure by a 
builder to determine the exact cost? 

MR. PEMBROKE: We make our own people 
go into that very closely and we will frequently place 
a limit on the amount that we will lend. If he runs 
over it is just too bad for him. 

I think you understand, sir, that we are 


in the market not only for mortgages such as shown in 


——™ es 7 an 


. ore 
— 
bd 


. aoae” nee 


nteter yeds .ef gsdT s:VaRAosM AAWOCICSTMMOD TEND: 
efy ot Sloe at yiasgqontg srid Ifunu aerttrid slow ong 
frsesdorugq stemitive., 
jasw yond brs toeiy0o ef gsNT :WASa& .AM 
need ast sesdonugq eft neriw nasol aterid no cabineami 
to droo req E\S-d0 aetdd tes mso- ow fas botelqmoa. 
seolig: Lentgiro end 
lo sotsroqotg sre! tov &  :SXOHAMSL. AM: - 
.99tig Yas ysq Jom ob ysds .ansof nsolvelamos ers eos. 
Wool OF avnomegaaris gitsasd etd esdea robitud exT 
Setetetes ef gatbiiud ofgs es smit dove: Litau mideastis 
anthbitud sad iftaU <s:WaaXosM AAMOT2STMMOD 
Tomit Jaode s ol bsdaet bas betseLasioo et: 
-@9Y ?@XHOREMGD . AM 
tavoms [fut edd aedT :USaxosaM ARVOTLELIMMOD 
fynsqtoo Jaurd eft xd duo. bisq ed bivow 
anivee sag ef sxedd eesinU <SHOHOMAT | aM 
Hats I dom at dotdw benotdnom ose .1M as dove seuslo 
ow dsdd wefa sdd tc dteq at dent ded [etenem oot 
avisxen edd gateierqqe ets sw nerw aasees od yrd 
.msol end. to 
.Jimbs Ifiw voy: *MES29 8M AGMOTESIMMOD 
S Yd siuatt s tse odvbrsrd) ytterg ef dt o. dauodd 
*Jaeoo gosxe sit enimresteb od tebI tud 
sigosq Nwo two evsm eW :SDiOHEMAT .AM 
eoslq yiineypest ffiw ew bas yviseolo urev dedd otat og 
eavy of IT -bael Ifftw ew tsdd Javoms sit ao timtl£ 5 
-mid tol bed ooc taut et gi srsvo 
sts ow isdi .ate .bastarobnv voy xantdd I 


af qwode es dove eegsstrom tot yIno tom gexism edd ot 


Nethercut & Young - 3507 best 


Terente, Ontarie 
the figures you gave for owned and guaranteed accounts 
but tremendous buyers of long term mortgages for 
estates, trusts and pension funds. The mortgages 
we buy for them far, far exceed the amount we buy 
of those other two kinds. Those are the long term 
mortgages. 

MR. BEAN: The relative figures for that, 
Mr. MacKeen, are that I think in the trusts and 
estates we have some $650 million of mortgages as 
against $450 million in the guaranteed account. 

We take them in both areas of business. 

COMMISSIONER MacKEEN: $450 million in 
the guaranteed account -- what percentage would that 
be to the total guaranteed account? 

MR. BEAN: The total guaranteed account 
is $691 million. It is somewhere in the order of ... 

MR. PEMBROKE: That is owned and guaranteed, 
Mr. Bean? 

MR. BEAN: Yes, tney are not separated 
but taking it on both, company funds and guaranteed 
funds it is just over 60 per cent. 

COMMISSIONER MAcKEEN: Do you think that. 
is a reasonable figure for the industry as a whole? 

MR. BEAN: It is awfully difficult, Mr. 
MacKeen, to say that any figure is reasonable for 
the industry as a whole when we have such a varied 
group of companies as we have today and this is 
influenced by Mr. Pembroke's operation which is 
entirely different from that of the general type of 


company who are in this area of business. 
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COMMISSIONER MacKEEN: I suppose it would 
depend to some extent on the amount of demand or callable 
money that might be in the G.I. account or deposit 
money or the amount of term money? 

MR. BEAN: Yes it does, and to speak 
of certain companies, of which we would be one, we 
do not seek G.I.C. money unless we can invest it 
profitably in mortgage investments unless the unusual 
situation happens where you will put it in corporate 
securities and other types of bonds so that generally 
speaking the size of our G.I.C. account determines 
the extent of our mortgage lending and vice versa. 

COMMISSIONER MacKEEN: You do not take 
any demand money into your G.I.C. account? 

MR. BEAN: No. 

COMMISSIONER MacKEEN: Well, that is not 
true of all the industry, or is it? 

MR. BEAN: No it is not, but I think it 
is generally true of those cumpanies who do tend to 
invest most of their G.I.C. funds in mortgages but, 
as I say, on the average or in general, observations 
made on combined figures are not only misleading, 
they do not tell the picture. 

COMMISSIONER MacKEEN: Do rates vary 
according to area across the country? 

MR. BEAN: I do not think to any great 
extent because I do not believe most insurance companie 
now do and that is the competition. Perhaps Mr. 
Knowlton could speak to this one. 


MR. KNOWLTON: I think it does vary somewha 
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between various areas of the country. 

COMMISSIONER MacKEEN;: Like the man in 
Toronto and the man in Halifax? 

MR. KNOWLTON: Yes, and even Toronto 
may be a little different than some parts of Ontario. 

COMMISSIONER. MacKEEN: There may be a 
little difference from the Niagara Peninsula? 

MR. KNOWLTON: That is right, sir. There 
is the extra cost of servicing. 

COMMISSIONER. MacKEEN: Let us turn for 
a minute to N.H.A., would it be desirable to Rave 
it free from government policy and let the interest 
rates take a chance on the market along with other 
institutions? 

MR. BEAN; Mr. MacKeen, we think it would 
be Felpful if it were a free rate such as we have 
suggested that other rates should be free, but this 
one in particular, because it leads to wide variations 
in the amount of funds availeble for that part of the 
mortgage market and at certain times companies who 
would issue on a reasonable basis their N.H.A. loans 
would stop completely because of the rigidity of that 
rate and the fact that it does not respond to changes 
in the balance of the market. 

We think we would certainly agree that 
it would be helpful if it were a free rate. There 
would still be a great many companies who, due to 
the terms of those loans which, as you suggest, on 
occasions go as long as thirty, and I think’ the 


authorized final term is thirty-five years, there would 
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be many companies who would not entertain NSBR’ loan 
in any event. 

COMMISSIONER MacKEEN: It is an important 
consideration, Mr. Bean, in this Commission's work. 
I was wondering if any of the other members might 
have some comments on it? 

MR. BEAN: Perhaps Mr. Thomas might say 
a word. 

MR. THOMAS: My opinion is divided. TI 
think there is merit in the fixed rate under N.H.A. 
operations and I think eihex would serve a purpose. 
We have bought a number of them rather than loaning 
directly on she N.H.A. because the genes aspect of 
the rate is this, eat if we were to loan directly 
to N.H.A. we feel the work involved in getting that 
type of mortgage does not pay us at the rate that is 
fixed for the mortgage. However, in purchasing 
we find it alright, so I am deriies for nor against. 
I can see ie advantages of a fixed patie and I can 
also see mite advantages of a free rate. 

MR. FORTIN: I think, Mr. MacKeen, that 
on an N.H.A. mortgage the fact siete you are called 
upon to make a long term loan for a Hat amount in 


relation to appraised value for which you get insurance, 


the differential in rate between the conventional rate 


= 


and the N.H.A. rate is in effect the cost of insurance 


to the lender. Under the conventional loan you have 


— = 


to provide your own provision for loss out of the higher 


rate you get. While the insurance is not 100 per cent 


and there are areas of the mortgage risk which are not 
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insured under the N.H.A., nevertheless the insurance 

you do get in case of loans would commanj a uae rate. 
One of the factors of ee N.H.A. has been 

Since 1944 that the borrower was assured of a fixed 

rate of interest for 360 months or 420 arc and < 

undertook to pay X dollars per month. The lender 


gets that amount. of money. He can recover the bulk 


of his account although because the insurance is 
based on ne time lag between the time of the fore- 
closure action at We time you can obtain property 
and deliver it to Central Mortgage occupied other 
than by the owner of the property or any blood relation 
of ate you.can sustain a loss on your account of, say, 
10. per.cent, 11 per cent, 13 per cent, depending 
on the time lag. 

Now, that time lag. is at the risk of 
the lender because he cannot obtain the property 
except. subject to equitable jurisdiction of the — 
courts. You can be subject to retarding actions 
by subsequent encumbrances and all kinds of things 
so that even if you were to start the -- the insurance 
is one saa aieg per cent of the principal at the 
proper rate of interest for the first six months 
and. for any extension of time you get the contract 
rate less 2 per cent for 18 months more, so that 
if you are talking in terms of a 64 per cent mortgage 
you can recover the principal, you can recover 63 per 
cent for six months and you can recover 4a. per cent 
for an additional 12 months. You can get $350 on 


costs. The rest is on your own. 
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So that if you are going to assure for 
social reasons that the borrower, the house owner, 
is to get a house on what has been described as the 
equivalent of rent, the lender cannot expect, if 
it is insured, to get the same rate as he would 
without the insurance. One of the troubles with 
the N.H.A. rate has been that it does not change 
except at the prerogative of the government by 
order-in-council. Today, for example, the N.H.A. 
rate is 63 per cent and since ewa last couple of 
weeks ig prime rate in Canada on residential prime 
mortgages, conventional, was 6-3/4 per cent. It 
has now tended to move up so that while there is 
Still some 6-3/4 per cent money, the rate generally 
on prime residential is 7 per cent gre some 7 per 
cent, but that rate is not the same for each company 
because some companies are slower in moving, some 
companies like ei loan companies ea not do any 
N.H.A. business at all did not go down bar6<34h per 
cent. 

So that you + ti a play on rates, but if 
you expect the insurance feature then I think you cannot 


=~- 


expect the same rate of interest as you can get on 


~ 


conventional loans, There are times when the 
differential between ie N.H.A. rate and the market 
rate means that oe companies pull out of the N.H.A. 
hil We ae asta it is not profitable. There are other 
times, for example, last fall, sta the differential 
between Bd N.H.A. rate and the conventional rate was 


+ ~- 


too little and that gave rise to a drop in the N.H.A. rate 
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from 6-3/4 per cent to 63 per cent where it is now 


at present. 


So that while it would be advantageous 


for mortgage lending and for the construction industry 


to have the rate of interest in line with the market, 
it should not necessarily be the conventional one 
because of the insurance feature. 

COMMISSIONER GIBSON: Do you enink ene 
N.H.A. SGouf to be flexible, a free rate axepum of in 
fixed? 


MR. FORTIN: But you must have, if you 


as 


are going to give the insurance as well, there must 


le 


be a differential between the two. 


COMMISSIONER GIBSON: Would not the law 


of supply and demand determine that? 


MR. FORTIN: It might in time. 


COMMISSIONER LEMAN: In analyzing the 


economics of the two types of mortgages and the reasons 


Why the lender cannot expect as good an interest 


rate on an insured mortgage, are you allowing fully 


for the fact that those N.H.A. mortgages are generally 
for a much larger percentage of the value of the 


property? 


MR. FORTIN: That is one of the consideratiaqns 


-— 


of the long term. You. see,.. under a 30 year mortgage 


+ 


the line of repayment crosses the depreciation feature 


and there comes a time when you have more at stake 


in your mortgage than the depreciated value of the 


property because of the long term. If you have a 30- 
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year mortgage and you are amortizing ‘oi property 
over 20 ene obviously you will still ea bind 
mortgage out where physically on ae depreciation 
factor your property is worth less than the mortgage 


that is outstanding on it. 


Now, those things do not take into account 


really the market value because your loan under the 
N.H.A. is 95 per cent of the first $12,000 of lending 


value and 70 per cent thereafter with a maximum of 


$14,500 on a house containing more than three bedrooms 


and $14,200 on a house that contains three bedrooms 
or less, That loan value is pretty close to the 


be ty ; P _ te AY 
sale value under N.H.A. whereas on a conventional 


+ 


loan your loan value is that value ascribed to a 


property by a prudent lender. as to what he thinks 


he can recover under conditions of less favourable | 


— 


economic circumstances and that value must be com- 


— + 


petitive: otherwise the lender does not get any 


loan. 


+ ~< 


So that you have, generally speaking, on 


residential property, a lesser lending value convention 


ae 


Wise and a lesser amount of loan than you do under 


+ 


the N.H.A., partially because of the insurance feature. 


COMMISSIONER MacKEEN: Mr. Bean, at times 
of surplus money in your mortgage investments has 
it been ee practice of trust companies to buy the 
N.H.A. package deal? 

MR. BEAN: I do not think generally they 
iil. Mr. MacKeen. Certain companies -- Mr. edie 


+ - ~ 


just said a minute ago that his company had purchased 
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some N.H.A. mortgages te we have on one sodwaton: 

MR. PEMBROKE: We have purchased them. 

MR. BEAN: Did you purchase them for 
your guaranteed account or pension fund? 

MR. PEMBROKE: No, for estates, trusts 
and agencies. | 

MR. BEAN: there, have been very few. 

MR. MacKEEN: Did you divide ‘vib up 
among ne estates, trusts and agencies? | 

MR. PEMBROKE : Yes sir. 

COMMISSIONER MacKEEN: You just put one 
block in? | 

MR. PEMBRCKE: You buy a large block and 
it usually comprises a number of smaller properties 
and we would allocate cue specific mortgages but 


we do not buy them unless we have got a place to put 
them, We do not buy them for inventory. 
COMMISSIONER MacKEEN: It was advocated 


at one of our hearings that anstead of making one 


of these package deals that .they should be government 
guaranteed, movable across the nation without ehatge' 
What do you think of re 

MR. PEMBROKE: In what way, sir, -- through 
the secondary mortgage market conducted by Central 
Mortgage and Housing Corporation or something like 
ee 

COMMISSIONER MacKEEN: By dealers. 

MR. PEMBROKE: Yes, I think that would 


meet our requirements. I do not believe there is 


too much need for it, frankly, but I think we would 
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eis use it if it were ereated. 


f+ 


COMMISSIONER MacKEEN: That would make. it 
to all intents and purposes a Dorermacnt guaranteed 


bond? 


MR. BEAN: It would be much more advantageou 


os 


for the nation, not to do it that mays Actually we 
can borrow diveetly on 4 much better basis than we 


can through large issuing of obligations to no 


de 


advantage. Corea aay asa vehicle of investment 


from our standpoint 1 we would probably welcome it but 


~= ao 


i oa difficult to. see what advantage there would be 
from a national standpoint. 


COMMISSIONER MacKEEN: a it the practice 


of the compantes to rake any allocation between various 


~_+ 


classes of morecazen. that is, residentials, multiples, 


apartment buildings, commercial, et cetera? 


~~ 


‘MR, BEAN: There is no really hard and 


eed i —— 


fast pattern, Mr. MacKeen, in the industry that we 


can see. There are some figures available as to the 


= aaa ‘ : ‘ ~s 


proportions which have been invested in those types 


—s ~—+ 


of securities over the course of the last few years. 
Predominantly I think trust companies. are lenders 
against residential prononeice: A large proportion 

of ts is against existing residential properties, 

but tes also take some commercial loans and undoubtedly 
the Size of the particular company will determine within 


their own policy the size of the loan taken. 
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In addition to that there are restrictions in certain 
of the Trust and Loan Corporations Acts as to the size 
of the loans which may be taken related to the capital 
of the company concerned. There is also a relationship 
between the ownership of the company, or the ownership 
of the company which is borrowing, shall I say. 


COMMISSTONER MacKEEN: Undoubtedly there has 


‘been an improvement in the loan departments ofthe 


companies. Has that affected the cost of administration 
either way, up or down? In other words, you are employing 
more and paying higher priced help which costs more 

on the one hand but effects efficiency on the other. 

How is that cost going, up or down? 

MR, BEAN: I think the answer to that 
generally, and we have had some discussions in this 
regard in the industry, is that by the increased 
use of mechanization in the various firms we have been 
able to stay on the treadmill. This keeps our ast 
at about the same level as it was before and has offset 
the additional cost through higher levels of wages 
and that sort of thing. Also the absorption in recent 
years of changing what was formerly the general practice 
in lending with semi-annual payments or quarterly 
payments to monthly payment, and also the absorption 
in many cases;the accepting of the payment of taxes, 
accumulating the amount and paying the taxes for 
the property owner has created a great many added 
responsibilities which have been undertaken by mortgage 
lenders in the last few bina Those additions and 


the cost of those additions as far as we can see has 


cea me : 
> ae Lhe Pes 6 aT . 
one aods tect oF 4 Ets ae 


este ead OF = avon Bmp bys TEq 109 sol brig. taut oe | 


atedtiso0 of suotvonneey. 


Istigqse ant oF botslet nals? ed yYsm Hotel Brsol paid to 


Qidenotisie1 s ogls at eyeiT .bonresnoo Yasqmos ont to 


3 qinetenwo sit to .yasgmos sat to a iae reno edt nsewisd 


-¥S8a 1 fisse A Ewox tod at flo Eye _ Weisgmoo, eat, to 


esd used Yibstdyvobad 


‘MEMHosK ARMOLZLTMMOD 


silt to adnemdrsqeb agol odd at tnemevorqmt as esd: 


[notsextetntmbs to treo aft betootts tent ash _.8ebmsqnios He 


: 


a ay tvotgme e18 Noy ,ebtow testo oF fawob 190 qu .ysw tedtte Or 


4 
ig 7 
= 
: 


stom eceoo aotidy gisd beotug rtedghd xn tysq Bos. stom 


~~ 


-tendo oft no yonelotite etostis gud basen sao eft oo St 


‘ ae be s 
a : , ms ‘ “ q : 
o~ r 44 we 
P 
aa j 


: fewob 10 qu ,satog tacos gsdt ef wo ref 
3 vsdd od tewens eid anid? I :WASa AM | in 
- aids ai anolkeaeyoekb eto »si eved ow bis .yilsreneg ie 


HDesssitont aft vd tend et Yiwaeubat add at basge7 jar 

need sved ew ent Evoltsy ent md sostextnsdoon to oe MW 
Ja Io aqee! atdaf .iftmbsert edt no yste ot sids “jai 

| toetto ess ons Ss%toted aesw 3f as Level onse sit Suods és 
eegsw to elovel yerigtad figuouit Jeoo Isnottibbs edt fos 


dasoe: at aotiquoeds erit oatA -aofds te trea Jsd? bas Has 


_jsottosrg fereriog end Yiteutet asw dsdw satznsdo 20 BIS9Y ss 
} yirotrsyp TO, Bd nenysg feucas-tmee ddtw satboet at | ES 
| moitqiroeds ent cals bas .inemysg Ylas com ot esc omysq ac 
2 49283 to troaveq sit to anitgesos eddzaceso ynsm at | 
tt Tot g#exst ents aclveq brs ‘eyes ond gatdeLsmsoos 


| bebbs yen deer s betse70, asi “ToKwo ¥tego7q . odd 
| egssdrom Yd mexstrobsu asod li foidw eetiiitdiancqasy 
bas enoisibbs ssonT -B9B9Y wot gaat art at arent 


asi 992 cs° ow Bs 481 as sdett cam ame to daoo edd p08 


Nethercut &é Young ae 65 18 = 


Terente, Ontaric 


about offset all the improvements we have made in our 
own efficiency. 

COMMISSIONER LEMAN: What brought this about? 

MR, BEAN: Competition. Are you referring 
to this business of monthly payments? 

COMMISSIONER LEMAN: I suppose it actually 
relates to competition especially? 

MR. BEAN: It is really to meet the social 
need, and on top of everything else it is competition. 

COMMISSIONER LEMAN: The paying of taxes, etc., 
that was partly for the protection of the lender? 

MR. FORTIN: That was a condition of the 
N.H.A. from the beginning. 

MR. HODGSON: Many of these things have 
correlation with the conditions of the N.H.A. lending, 
and this has had a very considerable influence, speaking 
of my own company, on the conventional lending. Some 
of the things that were mentioned earlier about the 
lengthening out of term, and the additional handling 
of the tax payments, as well as the increase in the 
lending ratio all seem to have a very close correlation- 
ship with the changes in the N.H.A. This I think 
was pretty obvious and the natural thing to see 
occurring. However, if we have the same extensions 
under the N.H.A. in the next 10 years that we have 
had in the last 10, and it does have an effect on the 
conventional mortgage market, this puts a very definite 
set of additional difficulties in front of us in 
respect of the relationship of the term of liabilities 


on the other side. 
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Whether the same kind of correlation exists 
on the deposit liabilities that may be assessed against 
Canada Savings bonds, shall we say, I do not know, 
but there seems to.be on the part of a person with 
funds to invest, generally speaking, a requirement 
of having a shorter period of lock-in, if you wish, 
and the borrower has an increasing requirement for 
longer-term payout. As these conditions have widened, 
of course, they have multiplied the problem of relating 
the mortgages with the term of G.1.C. 

COMMISSIONER LEMAN: But the competition of 
N.H.A. mortgages with the conventional mortgage 
market has been rather indirect; it has not been 
direct competition, has it? There were too many 
factors distorting the competitive factors there, were 
there not? 

MR... FORTIN: I think perhaps that in respect 
of new construction the competition of N.H.A. has 
been very difficult. It has been very difficult to 
finance as many new single houses by convention because 
if the borrower can get a new house by promising to 
pay for 30 years and paying $695 down, this is 
competition which conventionally you just cannot meet. 
The consequence has been that most of the project 
building across the country, not necessarily with 
the same impact in various areas, and I refer to new 
single houses, have been financed by N.H.A. 

COMMISSIONER MacKEEN: Mr. Fortin, is there 
any progress being made in respect of uniformity 


of legislation by the Association between provinces? 
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MR. FORTIN: In respect of mortgages? 
COMMISSIONER MacKEEN: Yes, mortgage legislation? 
MR. FORTIN: None that I know of, sir. 
COMMISSIONER MacKEEN: There is a good deal 
of divergence between the different provinces? 
MR. FORTIN: In each of the common law 
provinces, and of course Quebec is an entity itself 
in that respect, as Mr. Faribault can tell you , the 
law relating to mortgages varies in some respect, 
and in regard to procedure it varies. So if you have 
a national business you have to rely on solicitors 
familiar with Saskatchewan law if you are going to 
lend in Saskatchewan, and on solicitors familiar with 
B.C. law if you are going to lend in B.C. The sub ject 
is highly technical and I am not competent to play 
around with it, but we do have to rely on solicitors 
in each province as to the technical position. 
COMMISSIONER MacKEEN: I have the impression, 
particularly in respect of deiays in some provinces, 
that there is difficulty in getting recourse to your 
securities. 
MR, FORTIN: Well, perhaps I had better 
put it this way. There are provinces in which it is 
easier to have recourse to your security than in other 
provinces, as some of it arises from the provisions 
of the judicature acts, for example. In Alberta there 
is no personal covenant on a mortgage except on an 
N.H.A. mortgage. In some provinces you must offer 
the property for judicial sale before you can think 


of a foreclosure action. Some legislation plus what 


- appar © me 


_, 
Ve 
+ ag 
1 
: Dt, 


e 


v ft . » mE 
= 5 ff is | E ttt Ww - \ 
wa a) 2 OR 
i ae * hag _— 
> - 
ay 
7 © 
a ; 


iat e 

7 AQ) — ato 
' ‘ ava yt 
aoa 


¢zeusgdtom to tosqéed nT SUITHOL AM seaAtw. 


rotdsligise! exsadvom .esY + HeMloeM ATAMOLLLIMMOD 


22 .20 won T déay enon :urtAOd sam 7S” 

fseb boog s et sxedf :uSSHosM HAMOTZETMMOD | 
Szsoqiverq dnhsisTttb eat csewted sonemtevib to 

wsi commodo sft to dogs ol :UTTAOT . AM 

ifeadt yiisas ne BE sodsyO serw6s to bas seoniveng 
eit , voy fled med diuadtiet aM as ddeqees Gals at 
doegest smoe nf estrsy aeusgtiom ot antisis wel 

evel voy Ii o8 .aefisv dF siwhoseiq of bisget at bas 
| exyoc¢istiog ao ylsas o¢ even yOY anocdteud iscotisa s 
od gufog exs voy tf wal oswedogedese Adiw walt last 
dtiw asiitest erotiotior to Bas ,aewedodsvas® at brol 
sgootdve sa? .9.8 at biel oy antes sts voy it wel .9.a 
vslq ot dasteqmoo gen ms I bee Isotndset yidstd et 
etovfotfoa so ylex o¢ eved ob ow dud df ddiw Bavoxs 
AolfIleaog feolndosd oft ot 88 sontvorq dose mt 

Gofessriqut sdt svsed I :MERosM ASMOTSSTMMOD | 
f00nlverq smon ai eyeleb 6 tosquet mf yvitsluotdisq 
Toy oc sartoost znatites at volvolttep al event tarts 
-a9tsiuose 
wetied bed T aqsdteq .ff6W :UITAOL .aM 

ef df doldw of esoatyory ets eTedT yaw atnad 32° stg 
tedvo nf asdd ytiiuess woy of servos evan oF tekBes 
anotatvorg ond “mort esaing $f to omoe es .889nive tg 
sieis strediA nl .efqmaxs rot .8s98 osSdbtoe bn to 
SS co vqeoxs snesitom s ao dnsseves Lancetsq om ef 
tetio ceum yoy asontvorq emoe al .egeutuom .A.H.U 
AafAdy oso voy exo tse sise istolput TOL ySuredo%g sid 


tendw eutq sotislatgs£ smof .noftes siweolosiot s to 


Nethercut &é Young = 3521 = 


Terente, Ontarie 


has developed to be almost a law, but in the discretion 
of the judges, where it is the practice to grant a 
year's delay, and so on, are involved. These things 
have to be taken into account as to what extent you 
may wish to lend in those provinces. 

We as lenders at times complain in respect 
of the difficulties in some prowinces as against those 
in another. Those are business risks in respect of 
mortgage lending. It is extremely difficult if not 
impossible to obtain immediate legislation in favour 
of the lender in, shall I say, a great majority of 
provinces. 

THE CHAIRMAN: Not so difficult to obtain 
it in the interests of the buyer? 

MR. FORTIN: That is right. 

COMMISSIONER MacKEEN: One last question, 

Mr. Bean, what would the Association think of the 
C.M.H.C. acting as a lender of last resort in critical 
times? 

MR. BEAN:* Well, as suggested in our brief, 
Commissioner MacKeen, we think it may be done. We 
feel that as an industry it would be very helpful 
to spell out to some extent at least the terms and 
conditions under which this arrangement could be made. 
As you know, there is provision in the Aet of incorporation 
of C.M.H.C. for them to purchase mortgages from companie 
such as trust companies and also to purchase their 
G.I.C.,s as an alternative. There has been no real 
method of operating this, especially between the 


industry and C.M.H.C., but we think it would be certainl 
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in the public interest to have some lender of last 
resort. As the Central Mortgage and Housing Corporation 
is really the successor company, or the successor 
institution to the original concept of the Central 
Mortgage Bank, as was under consideration before the 
war, > they are probably the logical ones to handle 
this. This is something we have not taken up directly 
with C.M.H.C. for many years. As far as I know there 

is only one occasion on which they have acted either 
purchasing mortgages or buying G.I.C.!s of a company 

in the lending industry, but it is something that is 
desirable. We do not anticipate any economic catastrophe, 
but at some stage or other there may be a more severe 
recession than we have seen to date. Should that 
happen it would be well before that time to establish 
this and set up the rules. 

COMMISSIONER MacKEEN: Might that have the 
effect of making the lender a little incéutious as 
to the amount of commitments re was taking on, knowing 
that he had that last resort? 

MR. BEAN: Certainly we feel that whatever 
rules are established, they should not be such in the 
first instance as to enable companies to lend against 
the knowledge that they can recover their position 
by getting their funds from the Central Mortgage and 
Housing Corporation, or whatever is the lender of 
last resort. 

COMMISSIONER MacKEEN: That is all, Mr.. 
Chairman. et 
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recommendation but you did not get very precise about 
how this would work. This involves practically a whole 
field of study. 

MR. BEAN: What we wanted to do in the brief 
was to make the point that there is a need for it 
and that it is something that should be worked out, 

I should say, by a general study between ourselves 

and CiM H.C., or whatever the lender may be, in order 
to cover precisely the points Mr. MacKeen has mentioned. 
Certainly there is no suggestion or thought in our 
minds that this would or could lead to any decrease 

in our @rée ‘tovsee that there was more lending, for 
instance, than would normally be the case. This is 

to meet an emergency, not to be the usual case. 

COMMISSIONER LEMAN; What I meant by being 
more precise was that one would have to study who 
would have access to this lender of last resort 
instrument? 

MR. BEAN: Yes, and the terms. 

COMMISSIONER LEMAN: Yes, how, and on what 
arrangements. It is quite a complicated subject. 
One thing in relation to what I might say amused 
me a little bit has reference to paragraph 351 where 
you say: 

"Used more broadly, the function could 
also be useful inemploying government funds 
for conventional mortgage lending --" 

Are we looking for ways of employing government funds? 

MR. BEAN: I do not think we need to at the 


moment. 
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MR, FORTIN: Mr. Leman, the present legislation 
is double-fold. re aay be used to provide funds for 
mortgage lending through the instrument of Central 
Mortgage and Housing to either purchase mortgages, 
lend on mortgages or buying loan company debentures 
or G.I.C.'s. Also it may be used a6 a bank of last 
resort. In the discussion that took place between 
Central Mortgage and Housing and the loan and trust 
companies back in 1949, or maybe somewhere back there, 
the feeling was that as of the conditions at that time 
the Act should not be used as a means of providing 
additional lending money. It was wreed that 
it could be used and should be used in cases of difficulty. 
We asked the Central Mortgage and Housing to define 
the conditions under which it might give effect to 
these provisions in the legislation. The Central 
Mortgage and Housing Corporation's attitude was that 
it could not anticipate conditions which may give rise 
to the use of this legislation. Nor could it anticipate 
terms under which it might make it effective, and there 
the matter has rested since that time. 

I think the brief suggests that it would 
be advantageous if there could be developed, not 
necessarily the exact terms, but rather a pattern of 
how these provisions in the existing legislation could 
be activated in case they needed to be, through 
discussions which we hoped would take place. 

COMMISSIONER LEMAN: Yes, but what I am 
suggesting is that on that Score your brief is not 


very precise, as I said before, as to how you think this 
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should work. You have said that you think N.H.4. 
rates should be more flexible in the form of the 
market. It is not too clear in my mind whether what 
you want is to get the government out of lending money 
on N.H.A. mortgages and get rid of this investment and 
let it out into the market, and have this role of 
lender of last resort apply instead of the high investment 
in mortgages. 

MR. FORTIN: I was not thinking there has 
been any situation yet where Central Mortgage has 
used these powers as a means of providing additional 
funds to mortgage lenders to lend. ‘To my knowledge 
it has only been used once in the case of an impending 
problem of liquidity in one case. 

COMMISSIONER GIBSON: In respect of this 
same subject, for instance, in other cases lenders 
of last resort, such as the relationship of the banks 
to the Bank of Canada, or the money market and the 
Bank of Canada, the sort of philosophy has been 
made clear by the rules laid down, as you say, and 
under the rules of this Act there is permissive 
power there. The only other question I should like 
to ask is, what sort of term would you think should 
apply to these loans, a few weeks or months? 
Do you feel they should be allowed to buy mortgages 
as a different means of assisting altogehter? 

MR. BEAN: This is one of the areas, Mr. 
Gibson, as evident in our discussions with Mr. Leman, 
that has not been fully explored. Certainly we think 


in terms of a relatively short period. Just what that 
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period would be we have really no firm idea. This 

is something which we think should be explored and 
investigated by ourselves and Central Mortgage and 
Housing Corporation, should they be the vehicle through 
which this is done? It would have to be, as you 
suggest, have conditions which warla certainly have 
some penal element. 

COMMISSIONER GIBSON: Some time limit; if 
you do not put a time limit on it it becomes an 
alternative way of raising funds. 

MR. BEAN: It would have to have a penal 
element making it impossible to raise funds for 
investment in mortgages. This is something which we 
think would be in the general nature for us to work 
out over a period of time, but not too late a time 
as this sort of thing may happen before it is developed. 

MR. FORTIN: You will notice, Mr. Gibson, 
that the legislation is applicable to life insurance 
companies as well as to loan and to trust companies. 
Tf I recall, during the 1949 discussions one point 
which came up was that the rate of interest paid would 
have to have a punitive element in it. In other words 
the cost would have to be more than you could get 
on the market. As I recall that was the only point 
discussed in this regard. 

COMMISSIONER LEMAN: Would this not really 
work as another form of increasing the money supply 
under such circumstances? 

MR. FORTIN: I do not think so. Central 


Mortgage in providing funds has to get them from Ottawa, 
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of course, from the Government, which money is replaced 
by mortgages, debentures or guaranteed investment 
receipts. I think its effect might be no different 
than Central Mortgage obtaining money from the 
Government to make direct loans, whatever that effect 


has on the monetary market. 
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| COMMISSIONER BROWN: In inde wate realm 
of mortgages has there been historically any develop- 
ment or attempted development in Canada of institutions 
Somewhat akin to the Building and Loan Society 
in the U.K. with a capone l= deposit rate and a 


comparable rate on mortgages; can the both operate 


- 


together on all outstanding mortgages at the same 


time? 


“+ 


MR. FORTIN: I think all our loan 
companies and a great many of the trust companies 


Started as building and loan societies in Canada 


-- -< + =< 


and what has happened is that many of them were 


terminating societies, and that group of people got 


together and wanted to build a house and they saved 


their money and had a lottery and whoever picked 


the right ticket got the house, and when the group 
was finished the thing died. Today the legislation 


does not permit in Ontario a terminating loan society. 


-+ 


First of all, you must remember that the 


building societies in England have no power of 


=a 


investment in securities except for a reserve which 
is limited to trustee Securities, so that the whole 

of their operation is in respect of mortgage loans. 

Well, the loans are on residential property 

but it does not preclude ‘aise from making loans on 

terms or commercial or industrial properties. In effedt, 
the mortgage document used by oe erst atone societies 

has a condition which enables the lender to vary the 


rate of interest on the mortgage. 


The competition for funds on the receiving 
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Side in the building ReaiGuses, goes sonething ike this 
the building societies sell what are called shares 

and wrich are not in effect shares at all, they are 

an Obligation with the right of participating in the 
election of directors and depending upon the terms 

of each society, the shareholder Wiss a right to get 
his money back on call or on oe months! notice 

or whatever the case may be. They also take deposits, 
but the deposits carry a rate of interest one-half 

of one per cent less presently than the Shares, and 
the deposits af the priority. 

Now, the cost of that money in Great Britai 
because I think the people of Great Britain are much 
more attuned to the meaning of changes in bank rates 
ARG: we are in this country, and it means that to 
maintain the funds which they have, if the building 
and loans society change the rates on shares, it must 
apply to all of the shares, not only those sold in the 
future. 

The result is that if they are called upon 
to pay too Habe a rate on the shares in relation to 
the rate coming in on the mortgages they have on the 
books, they are caught, but not unlike trust companies 
you have other means of income such as fees and 
commissions and all tie rest that goes with it, but 
the building Societies are essentially tied to the 
mortgage rate, and while they have that power ---- 

COMMISSIONER BROWN: I think the point is 


that we know this; my question was had this ever been 


tried in Canada? 
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MR. FORTIN: No. I may say my ‘informatio 
is that the building societies in Great Britain are 
very loathe to change the rate of interest on mort- 
gages, very loathe indeed. 

MR. MACKINTOSH: I would like to hot bien 
the subject we discussed yesterday and ask two more 
questions. 

We had some discussion concerning the 
principles of bank shareholdings in trust companies 
and trust company holdings in finance companies and 
loan companies and so on, and I eine the discussion 
on the principle of it was fairly fruitful although 
I am not sure we explored it as far as we might as 
to the shareholdings of banks and trust companies, 
and I would like to ask some questions as to the 
practical results. 

Do banks and trust companies and finance 
companies generate business sGueke passed other 
than si asin the market to their associate companies, 
whether the association is through interlocking 
directors, the ownership of a few shares or the 
ownership of a lot of shares; has it important 
practical results in the generation of mutually 
interested people? 

MR. BEAN: I do not know that we can 
go any further than we do in the brief on that point. 
We suggest in the brief that in so far as we can 
see there has been no particular evidence of this. 
Obviously there have been close associations over 


a period of time and there are customers of the banks - 
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all of us are ees through this close association 
there are obviously times ot nie ca will suggest 
the use of a trust Pesta and that sort of thing, 
but as far as we can see there ee 

COMMISSIONER. MACKINTOSH: Can you illustrat 
this? I am only learning semeabh ius about banks 
and trust companies. What kind of business does 
a bank generate? 

MR. BEAN: I think --- 

COMMISSIONER MACKINTOSH: That is 
interesting to the trust company or vice versa? 

MR. BEAN: One area is in bond trusteeships 
and that sort of thing; where a particular company 
is going to borrow large sums, either from the bank 
or partially from outside on an issue. This is a 
particular example. Now, there might be no dis- 
cussion beforehand or you might ask the bank, "Who 
do you suggest?", and they may suggest X or Y trust 
company or may suggest several. 

COMMISSIONER MACKINTOSH: Is the bank 
ever in a postion where it would require eae very 
particular trust. companies? 

MR. BENSON: It. is not precisely that. 
Take the issue ipaeeaatine bank is taking, say, the 
short maturity, which happened on a good many corporate 
issues in the last decade. They were serials and 
the bank was taking those to the underwriter at the 
long terms. Now, the underwriter is a man who ought 
to determine who will be the trustee to protect his 


takers of the obligations. If a substantial purchaser 
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of the obligation was to: say, "I would like this 
particular trustee to protect wy interest in the 
issue", then that is the thing cheba cuuderuriter 
would take auennotic enor and obviously the person 
who is making a large investment Lee Phe: PEERED who 
ough to be given the wont consideration as. to where 
the protection of his investment 1s going tondte, 
COMMISSIONER MacKEEN: Whether it is 
going to go one way or anothers’ 
MR. BENSON + Ueually the receivership 
follows the trusteeship of the issue. 
COMMISSIONER MacKEEN: ‘The ordinary 
receivership --- | 
MR. BENSON: A bankruptcy sort of thing? 
_ COMMISSIONER MacKEEN: Yes. 
MR. BENSON: “Trust companies in Canada 
are not in the bankruptcy trusteeship business. 
COMMISSIONER LEMAN:. There is. usually 
provision in the trust for the replacement of a trustee, 
and I bame. ofben seen that any replacement trustee 
will be a trust company having a million se axe of 
capital, or some such . eeckcne fl that was to make sure 
that the LIMB E eb isa recognized, corporation in the 
bh Sime hs with sufficient capital, but where does 
the underwriter have maueh reason to choose between 
one company or be the other? We. got the armess Lom 
from the stiis widen oie ae that allrthe members’ of is 
association cannot show where the underwriter 
would effect the need of having one rather than the 


other. Is there any evidence from past practice 
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that some trust companies who are members of your 
association perform better as trustees than others? 

MR. BENSON: Some of us think we do. 

COMMISSIONER BROWN: Better developed. 

MR. BEAN: Fortunately there is no 
concrete evidence. 

COMMISSIONER LEMAN: Concrete, that is 
what I mean. | 

MR. FORTIN: I think that some of us 
are equipped to do the job. 

COMMISSIONER MACKINTOSH: Is there any 
other area of procedure, trusteeship or receivership? 
Trust companies, of course, are customers of banks , 
but do they generate any other kind of business 
which is important to the banks? 

COMMISSIONER BROWN: Mr. Faribault mentioned 
yesterday bua gadsaniieiy of providing a source where 
the bank might satisfy the customer's.client in an... 
area which the-bank themselves couldn't satisfy Cirectly|, 
and T assume he was referring to the same thing as 
mortgages, but is this :a factor? 

MR. FARIBAULT: I would not say that it 
is an important factor. 

MR. BEAN:. Certainly in the ordinary course 
of business and in a very broad way there is one 
thing which the banks dos the bank managers undoubtedly 
are consulted by various people as to what they should 
do about this and that, and in the ordinary course 
of conversation they may have some mortgage problem 
and suggest going aoe trust company, and then they 


ask what trust company is the best and they probably would 
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suggest one or ate other. It te ed eredeais to 
assess this sort of thing. 

MR. FARIBAULT: Or this might happen on a 
prospective wkbL.. : 

MR. BEAN: This is very difficult to assess. 
As far aS we can say there has been a close association 


in certain ways and a long association between various 


trust companies and banks, but it certainly has no 


been against the public interest from a competitive 
Standpoint amongst the companies; it has not been 
something which is causing us great concern, let us put 
it that way. 
COMMISSIONER BROWN: You say it has not been -+- 
MR. BEAN: It has not been the cause of any 
great concern. | 
COMMISSIONER MACKINTOSH: Mr. Faribault 
mentioned that his company had a seen etary: and I gathered 
it was essentially a Loan company. What about the 
relationship between trust companies and loan companies, 
where there is a relationship is it more a specialized 
function in the loan company? He seemed to imply that 
his loan subsidiary would go into long mortgages? 

MR. FARIBAULT: It was started as a building 
loan society and then changed over to a full trust 
company, but at the present time it does not make any 
lending loans, ine denaing activities are exactly those 
of the trust company doing a fully fledged trust business 
but having from this origin a large amount of deposits 
from guaranteed certificates. 


COMMISSIONER MACKINTOSH: I misunderstood wha 
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Terente, Ontario : , 
you said previously. Are there any other relationships 
between loan and trust companies? 

MR. BEAN: There are two very prominent 
ones; there is the loan company and the trust company 
and the two are in many ways complimentary. I do 
not see any position there of conflict between them 
in these areas, and cteg do. much.the same business 
in a little different way aside from tie operation of 
the agency. 

There are other cases where quite recently 
trust companies are controlling loan companies with 
again no particular conflict one way or the other in 
that close association. It has been a very close 
Se eeee ein all the way through, as you know, because 
many of us are sponsors to loan corporations. 

COMMISS IONER MACKINTOSH: Aside from what 
T assume is we case, loan companies do not carry on 
trust business, but do their investments aiffer? How 
do their investments differ? 

MR. BEAN: They differ very little in 
actual practice. | 

COMMISSIONER LEMAN;: Is it possible for 
a trust company to become an avenue for Ai gathering 
of funds for a finance company? 


MR. BEAN: There are restrictions in the 


quantum of a particular company which would work 


against that. Trere are restrictions in the Act to 
the amount you can loan to any particular company, but 
I do not think we go too far. It might go to that 


limit, but the limit was put in for precisely that purpos 
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at the time Ee Act was drawn. So, eft fs be pomerns 
against that sort of thing happening. 

COMMISSIONER MACKINTOSH: I think I have 
heard of trust companies which have a close association 
with a finance company. What are the advantages to 
this? I expect that it is not just to earn income; 
what kind of business is generated? 

MR. HODGSON: Trust companies may be 
trustees for thie issuance of securities of a finance 
company. They .may hold the collateral against secured 
notes or some such instrument which may be sold to the 
general public, and this collateral is constantly changing. 
It is a very active type of collateral, and this ‘a one 
area where a trust company could receive business from 
a finance company, 

COMMISSIONER MACKINTOSH: In an area where 
a finance company would get business from a trust company 

MR. BEAN: It is a combination of securities. 
We are speaking of a particular company at the moment, 
we are not here to explain what their philosophy is, 
we can only make assumptions how they are working, but 
from the press one reads that the loan company is going 
to act as a epee re of that particular trust company 
in accepting deposits, or act as an agent of some sort, 

I do not know quite how, but there are areas in which 
the two might be complimentary. This is very 
difficult from our standpoint as well as yours to say 


precisely how this is going to work out or what they 


have taken into account in assessing it themselves. 
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1 COMMISSIONER LEMAN: would See be someting 
2| to say for a prohibition for a trust company to operate 
3| as a trustee for any security of a company in which 
4 they have a substantial interest? 
5 MR. KNOWLTON: As far as a Dominion company 
6 is concerned it cannot have a subsidiary or have a 
7 Substantial interest in stig ‘domballes they are limited 
8 to 5 per cent of capital. 
9 MR. BEAN: You are taking in the matter of 
conflict of interest. : | 

COMMISSIONER LEMAN: Some of these finance 
companies have a very Hanibaverdeds I suppose you could 


have effective control over a finance company without 


having had to invest too much in equity. 
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COMMISSIONER LEMAN: There is such a thing -- 
in the United States they do make a distinction between 
what they call effective control, and it is not 51 
per cent of the stock. 

COMMISSIONER MACKINTOSH: I infer from some 
of this that the effective control is not too important; 
that you have a great variety of these arrangements. 
In some cases the holding of the other stock is 
comparatively minor, and there are a number of inter- 

_ locking directors. In some cases there are some of 
these relationships -- the next thing to an agreement 
between the companies to take in each other's washing 
(if you are in the laundry business). There is 
a developing inter-relationship which is not covered 
at all by any prohibition of, say, a bank holding 
more than 50 per cent of a trust company stock. I 
don't think that has any effect whatever. All I am 
interested in now is trying to understand what these 
possible inter-relationshps are 4- why companies are 
interested in these? What is it they generate? 

I am sure when they are looking for investments they 
just don't pick out a finance company rather than 

a lumber company because they think it has a higher 
rate of dividend. They do it because they think it 
generates some interesting business. 

aR, FARIBAULT: I think it comes back to a 
question of principle. I had the opportunity of 
submitting a separate brief to my board of directors. 
It so happens eleven of those directors are also 


directors of banks. They were all unanimous in 
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expressing the opinion that it was not proper for a 
bank to control a trust. company, and, generally 
speaking,for any company to control a trust company. 
The principle is that a trustee, generally speaking, 
ought to be detached, independent and prudent on the 
merits of every case that is submitted to him. That 
was the rationale of the submission. 

If you want to come down to precise details 
as to what may happen, I think the answer is practically 
the one I have given before: It is a question of 
preserving the integrity and impartiality of the trustee 
Since the inter-locking directorships do not actually 
mean much in the immediate working of the business of 
a trust company, as was explained to the Commission 
yesterday, we feel that this is important, that a 
detachment be preserved and that a trustee be considered 
entirely impartial from these considerations especially 
as regards the immediate working of the company. | 

COMMISSIONER MACKINTOSH: Mr. Faribault, 
my understanding is that banks are prohibited from 
sieahins 51 per cent of the stock of trust companies: 
What, then, do you mean by control? 

MR, FARIBAULT: Well, it is rather difficult 
to go into detail, but there is a case in the Province 
of Quebec where a bank actually caused a trust company 
to be incorporated and the capital was subscribed 
by the bank for the benefit of its shareholders, and 
a share was attributed to each shareholder in the 
same ratio as they already held shares in the bank: 


Actually, no transfer of the stock of the bank can be 
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effected without at the same time there being a 
transfer of the stock of the trust company. They 
are tied in together. 

COMMISSIONER MACKINTOSH: This goes further 
than the General Motors-DuPont. 

MR. FARIBAULT: This is as close control 
as you can imagine. You could get the control of 
the trust company by a bank through some other kind 
of arrangement, if you say we need 51 per cent; but, 
of course, the effective control does not need 51 
per cent. There could be a subsidiary of a bank 
which would hold the balance of the shares also. It 
might be a loan company; it might be a small trust 
company. So,I think there are a number of ways of 
doing that indirectly, and that is why my own contention: 
is that a bank should not invest in the stock of a 
trust company at all. 

COMMISSIONER MACKINTOSH: You think that 
would meet the whole situation? 

MR. FARIBAULT: I do think there are dangers 
if it does not operate. I think from the public 
interest point of view it is much better that the 
stock of a bank be held in many hands and it is also 
much better that the stock of a trust company is also 
held in many hands. We know that we are quite happy 
and never happier than when some of our prospective 
clients own shares in our company. Some companies 
have by-laws or stipulations in their charter that 
a shareholder may not hold more than so many shares, 


and this is because actually we look at our companies 
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as doing some service to the public and that there 
is always within a province or even a community -- 
a small community, because some trust companies 
operate within a very limited region -- an element 
of clsoe relationship with the clientele, This 
actually works to the good of the trust company and 
there is a large amount of goodwill and tradition 
coming into that. If you look at the thing closely 
you see, for instance, it probably takes 30 years 
after a will is made appointing a trust company as 
executor before you get the business. 

COMMISSIONER MACKINTOSH: Can I rely on that?- 

MR, FARIBAULT: I am sure you have made your 

will a good many years ago -- a prudent man. 

COMMISSIONER BROWN: You are not sure he 
has appointed a trust company, though. 

MR, FARIBAULT: So, actually, we prefer that. 

COMMISSIONER LEMAN: Mr. Faribault, you are 
making the point about the incependence of a trustee, 
so he may perform his functions properly. That is 
one angle that is very important in this discussion. 
Dr. Mackintosh was asking questions in a slightly 
different field: How can these associations be 
used for competitive purposes? Could it lead to 
undue concentration of financial power? That is 
another field quite different from the strict business 
of the independence of the trustee. 

MR, FARIBAULT: I would imagine it would be 
very easy, of course, for a bank controlling a trust 


company to purchase the short-end securities and the 
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trust company to purchase the long-term securities 

of one single company. I don't say this is not done 
in practice because of close association. It might 
happen, but between it happening, sometimes, and 
actually in the relationship being through the broker -- 
the investment dealer -- and the relationship being 
otherwise so close that the tendency would be to 

make a direct placement; I think there is quite a big 
difference. In the same way you have been told by some 
of the members here that when we want to sell we go 
through the market. That means that we always try 

to keep an independent stand and this permeates the 
Whole thing all the time. 

MR. PEMBROKE: Mr. Chairman, as one of the 
trust companies that enjoys and has enjoyed for many 
years a close association with a bank I would not 
want you to think I was running away from this question. 
So, I would like to try to comment on it. 

In my own case there is an association -- 
and I use the word ‘advisedly , because in this particular 
case the bank does not hold a cértain amount of shares 
of the stock of my company directly or indirectly. 
There is an association and it is advantageous to 
both sides: It is advantageous to the bank in that 
we are a very big customer of the bank for ordinary 
banking business. Our trust business generates a lot 
of money -- trust funds or company funds, guaranteed 
funds -- what have you -- and for the most part 
that money finds its way through that particular bank 


with which we are associated -- not 100 per cent, 
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for various business reasons, but substantially it does 
find its way into that one banking association. In 
return for that I quite frankly expect the bank 
to favour me when it is asked for recommendations 
for business in my particular line of endeavour. There 
again I don't expect, and I certainly don't get, 
exclusive rights, as it were, to that business because 
the bank also may well be and, in fact, is banker 
to other trust organizations. I am aware that the 
same type of association exists between other trust. 
companies and other banks, and I recognize quite clearly 
that by reason of that association certain business 
that might conceivably come to me will not come to me. 
However, A balances B, and we live with that type of 
setup. 

It is also, I think, clearly recognized in 
the trust company business that when you are dealing 
with corporations, if the corporations are tied in 
very closely with a particular chartered bank, the 
probabilities are -- not a certainty -- but the 
probabilities are that a substantial part of the 
corporate business of that organization will go to 
the trust company or companies with which the companies’ 
bankers are associated. That again is not inevitable 
because some corporations believe in separating their 
business among trust companies. But, speaking if I 
may in a purely general way, that is the way it would 
operate. We see, certainly, nothing sinister in it, 
and we naturally do not give up our efforts to 


convert the corporation straying into what we deem 
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to be the wrongfield, but we do not succeed too 
often. 

With respect to finance companies, we have 
no association other than the possibility we may hold 
in our own account -- and certainly in corporation | 
accounts, in trust accounts -- some stock of those 
companies. We are, therefore, in a position to compete 
with everybody for such business as we can get from 
those corporations. There is no direct relationship 
and, in effect, provided we do not acquire what Mr, 
Faribault rightly refers to as an effective control 
of that company, I see nothing sinister in that, and 
certainly there is nothing in the possession of shares 
of the company that would give us a specially preferred 
position in dealing with it. 

COMMISSIONER MACKINTOSH: Thank you, Mr. 
Pembroke . 

| MR. BENSON: If we are going on with this 

to mention briefly one of the points dealt with by 
Mr. Faribault, the suggestion that because of the 
independence and integrity of the trust companies! 
position this should bar investment in its‘shares 
by banks. Obviously , we could not take the position 
about the matter we do in the brief if we thought 
this could in any sense be true, Obviously, if the 
Association between a trust company and some other 
institution such as a bank was that of parent-subsidiar - 
shall we say, that obviously raises a possibility of 


conflict. Trust companies are continually dealing 
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with possibilities of conflict. “the question of this 
kind of ownership, however, does not amount to anything 
more than the kind of concern a trust company would 
have if there was any appearance of an identity of 
interest between it and the other ens bitutten with 
which it was dealing. Take the obvious kind of case 
that can arise: A man dies who has a substantial 
indebtedness, say, to a bank. A trust company is. 
appointed executor. The question of dealing with 

that obligation may involve some very difficult 
problems. It may be that it is a question of freezing 
some outstanding guarantee, It may be a question of 
settling a very substantial dispute as to whether 

the liability exists or not. If there was any appearance 
of identity of interest between the trust company and — 
that institution, the matter would have to be solved -- 
if it was not going to be solved by litigation, in 
which the issue would be settled by the court -- it 
would have to be settled by the trust company resigning. 
The same thing would happen in the kind of situation 
mentioned by Mr. Faribault where the trust company 

is a trustee of a bond issue. The kind of conflict 

Mr. Faribault speaks of is very unlikely in this 
country. It is guarded against in the United States 

by a lot of legislation because the bank in the 

United States is invariably an unsecured creditor, 

and if there should be default and the situation arises 
where the interest of the trustee has to be protected 
by enforcement, then issues can arise between the 


bank as the creditor and the trustee. The kind of 
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Situation that arises under the United States legislatio 


is that if the bank begins to collect money on its 
personal debt during a period when default is in the 
offing, then there is a serious suspicion of whether 
it can act independently with respect to its trusteeship 
obligation. This can very rarely happen in Canada 
because the bank is always in a preferred security 
position to the trustee in a bond issue. However, even 
if some such situation did arise there would not 
be any question at all if the trustee found itself 
having to deal in a situation of conflict with someone 
with whom there could be any identity of interest, 
including this question of investment, that it would 
have to resign as trustee and allow someone else 
to be appointed. But, to suggest a trust company 
should not be trustee of the bond issue because a bank 
is a shareholder in it would mean that in the thousands 
and thousands of cases of bond issues where default 
never occurs, it would be barred from doing this 
business for the one possible case of default where 
conflict of interest may arise and which can always be 


cured by resignation. 
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COMMISSIONER LEMAN: Well, in the States 
they have rather precise laws as to qualifications of 
trustees? 

MR. BENSON; Yes, it re very curious 
difference of attitude. With us it is a a ae 
of principle: Does this euneeten identity of interest 
arise? There, they disbar a trustee for acting as 
trustee on an issue if one of the directors of the 
company borrower is also a director of the trust company 
but if the board of the trust company is more than 
nine, then you can have two directors. It is a 
mathematical calculation . It seems curious to 
us to cover such questions of independence of action 
by mathematical formula and it is perfectly obvious 
that you can have a trustee disqualified technically 
and still be a very good trustee and you can et a 
trustee that was not disqualified technically that 
could be a very bad trustee. 

So we do prefer the principle which we 
follow of being very careful to watch for situations . 
of possible conflict. : 

COMMISSIONER BROWN: On this question of 
directorship, I wonder if I might ask a question. [In 
view of dite very large amount of the Canadian economy 
that is controlled directly or indirectly through 
trust companies through your estates, trusts and 
agency account as well as directly, should there be 
any nationality restriction on directors? 

MR. FORTIN: Under the Ontario Act and the 


Dominion Act I think the majority must be British citizen 
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by EPS: or by GONE Oe 

COMMISSIONER BROWN; Does this apply to the 
other provinces? | | 

MR. FORTIN: I am not sure. It does 
apply to Ontario and it does apply to the Dominion Act. 

COMMISSIONER BROWN: What about Quebec? 

MR. FARIBAULT: I do not know but I definitel 
think there should be. I think, for instance, the 
foreign insurance companies are obliged to have trust 
money and their investments held by trustees. It is 
norma 1 it be a Canadian trustee as the law provides 
and to continue the whole range of the logic 
I think the directors of a trust company ought to be 
Canadian citizens. 

COMMISSIONER GIBSON: All of them or most 
of them? 

MR. FARIBAULT: Well, this is a matter that 
has not been fully discussed but I seem to recall that 
in England, for instance, the principle is that a 
trustee generally of a trust which is to be operated 
in Great Britain is supposed to be a British citizen. 
This is merely a reference to the trustee relationship, 
but I think it is pertinent. 

MR. BEAN: The Ontario Act says: 

"The majority of the directors shall at 

all times be resident in Canada and 

subjects of Her Majesty by birth or 

naturalization," 

COMMISSIONER MACKINTOSH: Shall all be? 


MR. BEAN: The majority. So they must not 
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only be resident in Canada but British citizens. 

COMMISSIONER BROWN: As far as you know 
this applies only to the federal? 

MR. BEAN: This is Ontario alone. 

MR. FORTIN: And Alberta now, I believe, 
because they copied that. 

MR. BENSON: I do not know of the other 
provinces. 

THE CHAIRMAN: Well, we will adjourn until 
a quarter to two today. I understand some of you 
wish to get away aa afternoon. I do not think we 
should have a very long session this afternoon. If 
we adjourn until a quarter to two that will perhaps 


convenience some of you. 


--~ Luncheon Adjournment. 
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--- On resuming at 1:45 P.M. 

MR. BEAN: Mr. Chairman, there is one point 
that arose briefly in this morning's discussion which | 
I think we might look at for a very short period 
before starting out on the questioning this afternoon 
and that is this question which was raised by Mr. 

Brown of building societies in Great Britain and 

as it relates to the trend towards longer term mortgages 
in Canada and more possibly longer term problems which 
it may bring into our over-all economy. 

As someone, I think, suggested this morning 
there have been political suggestions that we need 
some additional source of mortgage lending in the countr 
and there have been suggestions that we should have 
in this country such organizations as the savings 
and loan associations as they exist in the United 
States and building societies which are comparable in 
Great Britain. They look with some astonishment at 
the proportion of deposits in the savings pool, shall 
I say, which is in the hands of similar institutions. 
The only similar institutions really in Canada are 
the trust and loan corporations and they think, in 
view of those percentages which are infinitesmal 
in this country in proportion to those existing in 
the United States and Great Britain it should be some 
type of institution similar to those. 

One of the problems which I think is going 
to face the trust companies and the loan companies 
in the same way over the course of the next few years 


through this lengthening of the terms of mortgages is 
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that at some stage or another it may be necessary for 
these lenders to perhaps go so far as to refuse to 
make mortgage loans because as they become lower 
the reward for taking what is undoubtedly a calculated 
risk at what appears to be high rates, will mean 
that the lower rate won't be sufficient to compensate 
for the risk. I do not think any of the companies 
are taking N.H.A. loans at 5 per cent whereas today 
at 64 or 62 per cent it is a reasonable risk to run 
to accept the limitations of the long term in so far 
as our own requirements are concerned as long as there 
is no real possibility of our having to pay a higher 
rate ourselves to retain the money which was invested 
in these assets where as if the rate is 5 per cent 
there is no probability that at some stage or another 
during the lifetime of those loans the company would 
have to receive a higher rate than they do on the 
asset which is being invested. 

So there undoubtedly will come the point 
if the interest cycle continues -- and we suspect 
we are in a high area now to be followed by a low 
situation, at some time or another there may be a time 
when this capital may not be available and it may have 
some drastic effects upon the building industry and 
upon the economy and the reason it is being suggested 
now is that the only solution we can see -- and we 
can only suggest this as something for consideration -- 
is the possibility of incorporating generally and 
initially into the N.H.A. -- because the N.H.A. is 


the bell-wether of the mortgage business in the country 
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and as we discovered this morning those terms of 
N.H.A. have generally been followed in normal conventional 
lending -- and incorporatedin those loans -- but if 
we can now at this stage of the interest cycle introduce 
the idea of having these loans written for a 25-year 
period, shall we say, in which the interest rate is 
only settled for the first five years of the term 
and is subject to change at the end of that term -- 
as you know in Great Britain they leave the monthly 
payments the same and simply reduce or increase, 
because there are times when it has to be increased, 
the amount applied on principal. That is, it would 
have the effect of having the borrower in fact accepting 
an average rate over a period of time on the interest 
on his loan and it would also have the effect that 
for the first time the institutions would be able 
to get down to an average rate because under our 
mortgage acts in this country any loan is repayable 
after five years and certainly does not need to be paid 
off when the rates are low, at least, if they have a 
high rate on their loan it will be paid off and they 
can refinance at the lower rate. So it is loaded 
in favour of the investor and against the lender. This 
would give both of them a five-year revision to get 
back onto more of an equality. | 

Tt is suggested now because if it is going 
to be sold to the Canadian public then this is the 
time at which it should be done. People would accept 
something such as this in contemplation of expecting 


q lower rate at some future date but I doubt if they 
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would accept it if they are going to have to pay a 
higher rate at some future date.» 

COMMISSIONER GIBSON: You think it might be 
a good proposition now? 

MR. BEAN: Yes, but I doubt very much if it 
could be sold at a time when this other situation might 
arise. So that if this is going to be a problem -- 
and we think it will be -- then now is the time to 
plan for it or against it and the problem, as far as 
the trust business is concerned,. is that while we 
are large lenders we are still not the major lenders 
in mortgages and this problem really does not affect 
the insurance companies to the same extent. They 
are not too eagerly considering anything which will 
increase their: book work which this would undoubtedly 
do. 

COMMISSIONER GIBSON: Has anybody tried this or 
considered trying it here in Canada? 

MR. BEAN: To my knowledge no one has tried it. 
I do not think it could be done really unless it were 
done substantially by all lenders because initially 
it would have to be sold and under what is now the 
normal type of arrangement they would not go to 
an institution. 

COMMISSIONER BROWN: This would apply only 
to the N.H.A. mortgages? 


MR. BEAN: I should think it would apply to 


COMMISSIONER BRONW: The other loans at 


the moment are largely the five-year type anyway. 
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MR. HODGSON: They are extending. 
MR. BEAN: There is a very definite tendency. 
COMMISSIONER BROWN: That is true, you write 
that type of loan now in the industry except that 
you do not write it for N.H.A.? 

MR. BEAN: That is correct, Mr. Brown, from 
the standpoint of the individual although the companies 
do this more or less. together but from the standpoint 
of the individual he has that protection now. 

COMMISSIONER BROWN: But when interest rates 
are low on your conventional loans you could insist 
on that sort of term,. of mortgage yourselves and that 
might possibly bring this about. 

MR. BEAN: If the rate were low and we 
insisted on this type of arrangement we would do no 
loaning because the insurance companies would be taking 
all the loans. 

COMMISSIONER GIBSON: But at this time when 
rates are fairly high if there were a shortage of 
mortgage money you could probably say, "Well, these 
are our terms", or if there was not a shortgage you 
would have to offer some concessions to other people 
who are prepared to do it on the present basis, is that 
right? 

MR. BRAN: It certainly could not be done 
without something of that nature, Mr. Gibson, unless, 
as I say, it was done as a concerted effort to change 
the basic form of mortgage lending in the country. 
COMMISSIONER BROWN: It seems to me the most 


you could hope for would be that this would be permissible. 
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At the moment it is not permissible for N.H.A. 

MR. BEAN: I think the most we can hope for 
really, Mr. Brown, would be that the N.H.A. mortgages 
be written that way and that there would be an actual 
change in N.H.A. power. 

COMMISSIONER BROWN: But if some lenders are 
prepared to lend without that condition why should not 
competitive conditions be allowed to play and write 
41t without that condition if they so wished. 

MR. HODGSON: It would probably work fine 
working down from the rates now but as Mr. Bean mentione 
earlier if we do consider the N.H.A. as a bell-wether 
and as we talked about this morning there seems to be 
a close relationship of other conventional mortgage 
lending to the main conditions that are built into 
the N.H.A., then this would probably make it more 
acceptable to the conventional borrower in recognizing 
that interest rates should rise as well as go down. 

I would be inelined to think if the N.H.A. were not 
part of this kind of scheme, yes competitively we 
could attract probably very good mortgages at this 
stage with this reduction clause in it but the reverse 


might not work. 
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COMMISSIONER BROWN: I think it would be too 

much to expect rigidity to be built into the system 
to try to make the competitive factors more effective. 
Merely by making it say that it is permissive to write 
N.H.A. mortgages on this basis is one thing, but to say 
that all N.H.A. mortgages should be written on this 
basis is cece wan else again. 

MR. HODGINS: I think what we also are saying 
is that if it is a fact that this relationship does 
exist between conventional lending and N.H.A., then 
the conditions being put into N.H.A. are building 
rigidities, and we are concerned not about the five 
year mortgage, but about ae b> ,or 20 year mortgage 
and the Ta ae of our deposit return. 

COMMISSIONER BROWN: I realize this, but 
the point is if somebody in the market is prepared 
to write mortgages and do not require this eondition 


- 


that they can change the rates on a five year basis, 
why ixoune they not be permitted so to do? 

MR. BEAN: Mr. Brown, what I think we 
were really suggesting is the elimination of what is 
now a rigidity in the market, the rate running through 
a 35 or 30 year period. We are trying to bring in 
some flexibility in the rate itself. Certainly there 
is no more reason ot the N.H.A. should not be written 
in these terms than as it is written today. 

COMMISSIONER BROWN: I agree that there 
is rigidity in that the N.H.A. can only be written in 
these terms. I think pias would be just as big a 


rigidity to say they can only be written in the other 
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terms. 


MR. BEAN: Beatie we are eliminating 
the rigidity in the rate itself in putting in a different 
one. We are eliminating one rigidity in putting 
in a system so the rate can fluctuate. 

COMMISSIONER GIBSON: One of the big 
attractions of N.H.A. is that. there is a clear monthly 
payment going nes as far as you can see without 
any variation, and you can only do that the way it is. 

MR. BEAN: In this one you would have to 
compensate any a in interest rates by changes 
in the amount of amortization. It would be increased 
or decreased as the case may be, and the actual dollar 


monthly payment would remain the same. It would have 


the tendency of either increasing or decreasing the 
term and length. Instead of being a fixed term it 
would be what would amount to a varying term, depending 


on the changes in the rate during the course of the 
amortization of the loan. 

Thank you, Mr. Chairman. 

THE CHAIRMAN: I should like to proceed 
now to pension fund administration, and there are 
certain comments that you make in your summary to your 
brief at paragraph 33. There are also considerable 
details set forth at page 54 of the brief and following. 

In paragraph 33 of the summary you mention 

solvency of plans, and you say that since standards of 
solvency involve great variations depending on the fundin 


principle and the actuarial assumptions adopted. You 


were dealing with the question of reporting on your 
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financial statements and so on, afi be suggest chet 
for that reason the report did not include certification 
or measurement of the solvency plans. 

In respect of the report of the actuary, 
it is not an absolute thing by any means, is it? There 
are various methods of computing the actuarial possibilities, 
So that there is a certain amount of leeway which must 
be allowed to take care of any difficulties in actuarial 
computation, is that right? 

MR. BEAN: Yes, that is certainly correct, 
Mr. Chairman. 

THE CHAIRMAN: What sort of provision do 
you make to cover that situation? 

MR. BEAN: I should like to ask Mr. Hodgson 
to answer this question because he is much more closely 


associated with the pension problems than I am. 
MR. HODGSON; I think, sir, in the first 

place ee we comment on solvency and adequacy, these 

are not matters that are directiy and specifically the 

concern of ce trustee of the pension funds which are 

established for a pension plan. So that the actuary is 

dealing with the corporation sais has established a 

pension plan, and he establishes for the company establish ng 

the plan the requirements of funds to be placed into 

the pension fund in amounts in additon to the employees 

contributions to this funds, so that on the basis of 

his calculations and assumptions as to when the plan 

will be funded, payments can be made in the form of 


pensions in accordance with the plan. 


The trust companies' position as trustee of 
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a pension fund is to receive ene figdastiven the eee 
and from the employees and to invest these funds. 

THE CHAIRMAN: Well, whe trust company 
does not participate in formulating the plan necessarily? 
MR, HODGSON: No. 


THE CHAIRMAN: So that the plan comes to 


the trust company already formulated? 


MR. HODGSON: The plan does not actually come 


~- ~~ + 


to the trust company, but the establishment of the pensio 


+ =e 


fund which supports the plan itself comes to the trust 


“+ 


company. The plan says how much a person will get in 
the form of a pension at such a time. 
THE CHAIRMAN: Yes, I see. You merely 


invest the funds and pay them out as required according 
to the plan? 

MR. HODGSON: rere company directs us that 
certain employees are now eligible for pension, or 
payment ii be made for people eho Kaye left the 
plant, we do so. 

THE CHAIRMAN;:. You have to satisfy yourself 
that — information is correct, I suppose? 

MR. HODGSON: No, we rely on the instructions 
of tie company. 

THE CHAIRMAN: So that you rely entirely 
on ae instructions of sis company then throughout? 

MR. HODGSON: To make payments to the 
beneficiaries, yes. 


THE CHAIRMAN: Yes. Well, I understand 


that also you are entitled to invest in common stocks. 
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As a matter of fact, most of ties pension plans as I 
understand it from these sections in your brief are 
pretty wide open as to investments? 

MR. HODGSON: That is correct, sir. 

THE CHAIRMAN: So that you pawe considerable 
power if you wish to exercise it to invest in common 
Stocks. What is your policy in chat respect? Have 
you any policy which you generally follow which applies 
to all pension funds ne come to you for administration 
where you are allowed to invest in common stock? 

MR. HODGSON: paskeey pi eal d RG off be allowed 
to make one or two observations it will iad clear aie 
up. 

In respect of contributions to a pension 
fund by employees and by ent corporation kuenhiia,iee 
the plan, to have such contributions claimable before 
income tax, cia Department of National Revenue requires 


two limitations on the investment of the pension funds. 


In other words, the pension fund must not hold any debt 
Obligations of the corporation which has established the 


se 


plan. Also, the income from the pension fund must be 

Such that not more than 10 per cent of the income arises 

from foreign sources; in other words, U.S. securities 

or other foreign securities. These are the only two 

limitations en 8h exist in Pife existing legislation to 

make a plan-registered under she Income Tax Act. 
COMMISSIONER MacKEEN: Is there not a limitatioh, 

Mr. Hodgson, in respect of the company's own stock that 


may go into the pension fund? 


MR. HODGSON: ‘There was, Mr. MacKeen, but I 
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think that has been eliminated. 

COMMISSIONER MacKEEN: I do not think so. Sind¢e 
when? 

MR. HODGSON: 1961, I believe. 

COMMISSTONER sen kd I thought th they were 
limited to 10 per cent Rf the market value, and if it 
was above 10 per cent they had to sell stock. 

MR. NELSON: That owe been amended now. Ther 
was seg a regulation. 

MR. PEMBROKE: That sas been amended. 

COMMISSIONER MacKEEN: mia is no limit 
on that now? 

MR. NELSON: No limit on it now. 

THE CHAIRMAN: As to common stocks, you say 
in paragraph If} that the range of investment in common 
stocks would be 20 to 4O per cent of cus total portfolio. 
That is your usual practice ee en are restricted? 

MR. HODGSON: That is ine current position. 
This has gradually increased over the years. 

THE CHAIRMAN: The tendency is to increase 
tite proportion of common stock? 

MR. HODGSON; It has been in che past. 

THE CHAIRMAN: Could you give us any general 
idea as to the amount of funds ae are tied up in these 
pension funds administered by trust companies? Is 
that in your brief sais 

MR. HODGSON; I do not think we 7 that 
information. 

MR. PEMBROKE: Petia aah IM5, sir, gives 


some figures in respect of trustee pension plans as a 
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WRBIE 
MR. BEAN: There is a breakdown on page 58 
of the investment of the two types. 

THE CHAIRMAN: Oh, yes. It ches trusteed 
pension plans at $3,616,000,000. 

MR. HODGSON: Not all trusteed plans are 
administered by trust companies. 

THE CHAIRMAN: What proportion would be 
administered by trust companies? 

MR. PEMBROKE: Rt is set out as to companie 
at page 58, sir. 

MR. KNOWLTON: In péiSak SpA we State 
BROE out of 1140 trusteed pension plans shown in Fue 
table 903 employ trust companies as trustees and in 
addition to fese ne act as agents in many page cases. 

THE CHAIRMAN: What page is ere 

MR. KNOWLTON; Page 56. 

COMMISSIONER GIBSON; You cannot give any 
picture as to thé distribution of assets? 

MR. KNOWLTON; et is nodes on page 58. 

MR, PEMBROKE: It is shown at page 53 of 
the brief. 

MR. NELSON: It i8 In the brief. 

MR. HODGSON: It is shown in paragraph II-50. 

THE CHAIRMAN: Yes. 

COMMISSIONER GIBSON: What I meant was a 
division of total assets in trusteed plans between the 
trust companies and other trustees. You give the 


division in number of plans, but not by assets administerable 


MR. HODGSON: No, we do not have that. I would 
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hazard the guess, and perhaps Mr. Pembroke will collabora 


with me in this regard, that the ratio of 903 to 1140 
would probably be the same ratio in dollar value of am 
$3,600,000,000. 

MR. NELSON: on, larger waa aks 

MR. HODGSON: Well, there are a few very 
large self trusteed plans. 

THE CHAIRMAN: Well, this is a growing 
department of your business, is it not? 

MR. HODGSON: Yes, it is. 

THE CHAIRMAN: When you invest in common 
stocks what sort of principles do you apply to your 
program of investment in common stocks? Is aS 
avery great diversification, or does ue vary in 
different funds? What sort of considerations do you 
apply? 

MR. HODGSON; Well, generally speaking, sir, 
the same investment principles ie reas, and analysis 
that we perform on eens of common stock for other 
accounts. Generally speaking tae Westside of common 
Stocks in eens funds would be sae same stocks as we 
would aa for onto accounts, let us say. 

COMMISSIONER MacKEEN3: ae percentage 
would be in common stocks? 

MR, HODGSON: Over the entire industry about 
20 to 40° per cent. 

COMMISSIONER MacKEEN: iis is as a hedge 
against inflationary forces? 

MR. HODGSON: Yes, partly that, sir, and 


partly for the growth characteristics of increasing 
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dividends. 

COMMISSIONER MacKEEN; Most of the stocks 
you buy on chee basis would pay a lower interest return 
than provincial savings bonds? | 

MR. HODGSON: Not all the stocks diet would 
be piiebitinne in these funds would ‘ey enaen gross 
stocks, no, 

COMMISSIONER MacKEEN: They would be 
comparatively low as compared to provincials today? 

MR. HODGSON: Not in all cases. Do. you 
mean the yield on common stocks would be lower than 
the yield on bonds? 

COMMISSIONER MacKEEN: - Yes, mee on provincia 
bonds. 

MR. HODGSON: Well, not greatly, actually. 
For example, this is one of sins periods bia, Ber 
stock market values are down, and bond values are down. 
C.P.R. stock, for example, yields a pretty Kaen rate 
at bhi present time. 

COMMISSIONER MacKEEN: What is the yield 
now? 

MR. HODGSON: Well, it is very close to 
6 per cent. It is better than 6 now, I guess. However, 
the principle in haere common stock in oe 
funds is the a Hib oiestciie not necessarily 
in gs value of the stock itself; that is the market 
price of it, but its ability to increase its earnings 
and its dividends so iets a stock acquired at $20 


yielding 5 per cent, $1 a year, may over a period of 


years pay $5 in dividends. 
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MR. PEMBROKE: I think, nevertheless, that 


Mr. MacKeen's observation at the present time is generall 


right. Yield on stocks is lower in general than you 


get for bonds. It is compensated for, we hope, by 


~ _< + 


the additional growth characteristics. 


MR. HODGSON: I think it a8 fair also oe say 


-+ pars 


that the percentages of ial al a coming into the 
pension funds are not constant in their allocation to 


various parts of securities. Common stocks may not 


be purchased, for example, when they appear to be too 


highly priced. 
COMMISSIONER BROWN: Can you give us the 


reasons why debt obligations of the company are pro- 


hibited while the shares of the company are permitted? 


—— = 
1. ah ys i ee TT 
i wr = ye 
Pir | : = - 
>. 
; Yat 
-. @ae' - 
a . *| ae 
< _ ° 
: : a 
5 - wa p = 
de -" ee) a 


te sions FP 


Jang 2zeladdteved iaets T. :SHOHEMST FM , ahaebivdh. 


‘cadet at omit dnegetg ond 3s notdsvreado a'aseioem ut 


~~ 


gov asit Isrenes mt tewol ef esoote no blotYy (see re 
yd . ego ew ‘TOT betseneqmoo et tI -ebnod tot Jes 
. eoidatretosr sto tdwors fsnotdtbbs artd 


Nast od oats tist et SE Aotdd - :MO@DOH “AM” a Sci 


~~ ~_ 


edd ont gatos cinwsnnscaiiis to segsinsoteg sent dsr 
od notsesoolis rtent at tnetenoo dom ors ebaut notensg 


ton Ws exootea romney .est¢ivuose to edrse avo Prsv 


ied 


oot od od t8eqqs Yond nenw .olomsxs Tot .beesdomg ed 


= ~~ 


»psoiag winter 
sdt ev esvts yoy asd :HWOHEA ARMOTAGIMMOS 
-O%G STS YASsGMOS eft to onrveareee ia _ anoagsst 


 Shesdtinisg ems yYAsgmoo ond to eersde eft olfdw batidid 


Nethercut & Young oa 3566 on 


Terente, Ontaric 


MR. HODGSON: I could only assume, Mr. Brown; 
to my knowledge the trust companies add no contribution 
in making this regulation, but I think that the basic 
principle is in the sense of trust. 

The pension fund when established, the company 
establishing it can absolutely have no access to those 
funds ever. When they make their company payment 
to the fund it is irrevocable, it is established for 
the trust and I think the principle involved was 
strictly that the company couldn't reserve for its 
own financing purposes but where the purpose of ownershi 
of common shares is concerned the same condition 
doesn't exist. 

COMMISSIONER LEMAN: Pappa couldn't rob 
the piggy bank? 

MR. HODGSON: Yes. 

THE CHAIRMAN: This rather wide power of 
investment in common stocks gives the trustee power 
of diverting certain monies to equity investments of 
their own choosing and gives them a certain power of 
allocating the resources? 

MR. HODGSON: Both in common stock and in 
debt securities? 

THE CHAIRMAN: Yes, but it would be a greater 
power I would think in respect to the common stock? 

MR. HODGSON: Well this, sir, hasn't been 
the trend in Canada and this is one of our problems, 
for example. You asked whether we diversified our 
holdings of common stocks. We do, but unfortunately 


in Canada the diversity available is not broad for 
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several reasons, I guess. There are quite very 
substantial areas of endeavour in Canada where no 

common stock is available, very large companies, and 

we are obviously prohibited from obtaining diversification 
in those areas. This is one of the reasons why we 

submit that we would like to see the 10 per cent of 

income from foreign sources removed. 

THE CHAIRMAN: This morning, Mr. Leman, I 
think, mentioned the undue concentration of financial 
power. I can understand that in your ordinary business 
as trustees, in which you are handling estate funds 
and funds of that kind, that you have very little elbow 
room for diverting funds to any particular type of 
economic development; you are limited pretty well 
to bonds and mortgages and investments of that kind, 
but once you get into the equity situation and you get 
into it in a big enough way, eventually it becomes 
quite a concentration of financial power which can be 
used to be developed. You are in a position to choose 
which direction of the economy you would like to place 
that money. You.are in a much more powerful position 
than you are as an administrator of estates' funds 
in the ordinary way, isn't that so? 

MR. HODGSON: Except in so far as the same 
trusteeship and stewardship exists. The funds are 
larger and the blocks of funds are larger. The purchases 
of debt securities would be in larger amounts. 

You made a point earlier on allocating resource 
to. common stocks. Under the existing rules of taxation, 


and soon, it is not, generally speaking, usually 
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profitable for a corporation to finance through the 
issue of stock, and on debt obligations with the 
ability to charge the carrying charges of the bonds 
against income before tax --- 

THE CHAIRMAN: But it doesn't take a great deal 
of stock sometimes to control a company? 

MR. HODGSON: Well, this is a problem. 

THE CHAIRMAN: You gather what I have in 
mind? 

MR. HODGSON: Yes. 

THE CHAIRMAN: One of our problems is the 
undue concentration of financial power. 

MR. HODGSON: Yes. 

THE CHAIRMAN: Of all these institutions; 
the financial power becomes more and more concentrated 
and the question is, is it salutary or otherwise 
and is the public sufficiently protected otherwise, and 
I think we understand that although you have large 
sums invested for assets ingiit-edged securities of 
one kind or another, debt security, on the whole from 
the way you carry on your business as you describe it 
here you regard those investments merely from the point 
of view of security for the beneficiary and there is 
very little elbow room for considering whether one 
investment might make a greater contribution to a 
certain economic development than another. You are 
looking atit purely from the point of view of an 
investment for Cestui que Trust and once you get into 
equities in a big way and the power is in your hands 


perhaps to control the situation for some purpose, and 
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the investment may be in Cestui que Trust as another 
investment and you have the power to choose between 

one and another, thenyou have something which you 

can exercise considerable influence beyond your ordinary 
functions as trustee. 

MR. NELSON: May I just -- 

THE CHATRMAN: I am not suggesting that this 
is so at the moment; these are trends that will develop 
with the increase of this sort of business, and if 
the day comes when you will be allowed to invest 
35 per cent of your estate funds in equities, then 
with the amount that your estate investments represent 
now, which is $8 billion or thereabouts, that being 
the book value and not the real value, you can imagine 
what 35 per cent involves throughout. There has been 
a tremendous concentration of power in that equity 
section which can be used quite properly, quite legally 
to allocate the resources in the way that a certain 
company, trust company, sees fit. 

MR. HODGSON: This is quite true, and there 
has been a great deal of writing and’ consideration of 
this whole problem of the institutionalizing of funds 
and the holding and control of those funds. 

We touched yesterday on the matter of common 
stock voting and we commented once or twice on the 
words that we had put in the brief and the fact 
that we ---it may be or probably would be a little 
more desirable to have -- I think the word was a 
moré. dynamic interest in all these corporations, and 


T think that°I ean say on behalf of every trust company 
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who has responsibility for trustee pension plans 
that we realize our stewardship and our responsibility 
very well. 
THE CHAIRMAN: I am not suggesting for a moment 
that by exercising this power that you find that you 
will have -- and to some extent have now -- that you 
are departing from sound principles with respect to 
Cestui que trust, because I am assuming anything 
invested would be a good investment from his point 

of view, but I do suggest you have a choice of good 
investments which will be equally good for him. and you 
have the power to divert those investments in a way 
that you may choose and which may not have anything 

to do with the purely investment factor. 

MR. BEAN: There is another factor which 
hasn't been brought out in a great many of these 
cases, and that is consultation with the principal; 
that is, with the company itself and the basic rules 
and policies which are followed are always subject, 
of course, to agreement by the trust company, but to 
a large extent the philosophy of the investment of that 
particular kind is determined in consultation between 
the principles and the trustee and in many cases it 
carries beyond the company itself. 

I know our own company has certain cases 
in which we discuss the philosophy of the investment 
with those participating in the plan, with the union 
bopeskentatévess and so on, so there are a great many 
limiting factors upon the direction of those things, and 
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entirely in the hands of the trustee in the case of 
trustee plans. 

Mr. Gibson asked a moment ago about the 
totals; I haven't got the figures for the end of 1961, 
but at the end of 1960 the total of employee combination 
trusts in the hands of trust companies was $1 billion 
137 million, and that is increasing at the rate -- it 
increased from 1959 to 1960 roughtly $200 million, 
so I would guess that this is in the order of $1 billion 
350 million at the end of 1961. That would compare 
with the total trustee plans of $3 billion, 616 million 
and compared with $1 billion 2 in the hands of life 
insurance companies, and there in most cases these 
are not trusteed, and as to the insurance companies! 
situation there are not the same consultation arrange- 
ments which do take place in the trustee plans, which 
are a very important part of the operation of a trustee 
plan as between employer and employee. 

COMMISSIONER MACKINTOSH: To put it more 
simply, you have one of these trustee plans you invest 
and you are investing currently, we will say, 40 per 
cent of the intake in common stock, and that is not 
solely because of your idea, that is probably what 
the employer or the originator of the plan told you, 
is that not right? 

MR. BEAN: Not quite that baldly; I think 
what really happens in most cases is that we sit down 
together and reach an agreement as to what we think 
is the best under the circumstances. 


COMMISSIONER MACKINTOSH: But on the other hand| -- 
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and with such consultation with his employees that 
4s reasonable under the plan -- say that they don't 
want any common stocks at all, that is the finish of 
Per 

MR. BEAN: Yes. 

COMMISSIONER MACKINTOSH: It is not a matter 
of just your investment people looking sideways at 
the plan and saying this calls for 27% per cent common 
stock; this is that investment policy which in large 
part, if not whole, is suggested to you by the 
originator of the plan? I don't mean that he comes 
with fixed ideas, but after talking with you, this 
is what he agrees to? 

MR. BEAN: ° That is right; this is the 
consultation arrangement, and I think that ordinarily 
speaking it gets a bit repulsive to say that there 
is a tendency to go along with these suggestions. 

MR. HODGSON: Under normal circumstances 
T think that the company woula look to us for policy 
and advice, and then make their counter suggestions 
on what they would like to have, that they would like 
to have more or less. However, the end result is the 
game; a full knowledge of all purchases in the plan 
and the sales are reported to the company and generally 
speaking in addition to the consulting meetings that 
go on constantly, regular meetings are also held. 

COMMISSIONER MACKINTOSH: The trusteeship 
is usually limited to saying that what goes into this 
plan and what income is generated does not come out of 
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beneficiaries under the plan? 

MR. HODGSON: That is right. 

COMMISSIONER BROWN: I was going to ask is 
there any prohibition in the trustee investment in its 
own common stock? 

MR. BEAN: No. 

MR. HODGSON: I don't think so, but as a 
matter of principle we don't do it in our company. I 
don't think any trust company does. 

COMMISSIONER BROWN: Would it be a good idea 
if this were a prohibition? 

THE CHAIRMAN: Wouldn't that be a conflict 
of interests? You regard it as a conflict of interests, 
and that 18 a different principle entirely. I am 
not suggesting for a moment from what I have said that 
you have been or are contemplating any undue use 
of these equities that are coming into your hands, I 
am simply looking towards the future when these funds 
will grow, no doubt, and the cstate funds have grown 
so that they amount to billions of dollars. 

MR. BENSON: The classic example --- 

THE CHAIRMAN: The power is in your hands 
and it could be used for violating your trust responsibilit 
Tam not suggesting it would be because I don't think 
the way that you approach the whole business that you 
carry on -- I don't think you contemplate any ulterior 
considerations. 

MR. BENSON: If we wanted to put the trust 
company stock in a plan, we would do our best to try 
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ment as our own! 

THE CHAIRMAN: I think that might be the 
obvious contemplated interest which it is scrupulous 
to avoid. 

COMMISSIONER BROWN: Could I ask a couple 
of questions to clarify some points, and I think that 
there can be fairly short answers. 

Are these invested in provincial jursidictions, 
in the head offices of the companies? 

MR. BEAN: The status of the trust itself? 

COMMISSIONER BROWN: Yes? 

MR. BEAN: I think in most cases there are 
problems of jurisdiction and succession duties. 

MR. HODGSON: Generally speaking what happens 
is that the actual investment is carried out in the 
status of the plan; the head office investment depart- 
ment give policy recommendations to the local offices, 
but generally speaking the actual investment is 
carried out in the provincial area. 

COMMISSIONER BROWN: This is general to all 
companies? 

MR. HODGSON: I think so. 

COMMISSIONER BROWN: The second question is 
that I know with the agency accounts you have 
complications with succession duties in other provinces? 

MR. HODGSON: Yes. 

COMMISSIONER BROWN: Does this apply to pension 
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MR. KNOWLTON: It does, yes. 

MR.BEAN: It still exists. 

COMMISSIONER BROWN: Pardon? 

MR. BEAN: There is still some problem involved 
between provinces. They are being gradually ironed 
out. 

COMMISSIONER BROWN: This applies on pension 
funds? 

MR. BEAN: Yes. 

COMMISSIONER BROWN: This cannot be avoided? 

MR. BEAN: With the co-operation of the 
provincial authorities it can be. 

COMMISSIONER BROWN: This is a problem in 
the capital market, isn’t 1t? 

MR, BEAN: I don't think it is a serious 
problem at the moment. What differences there are are 
peing ironed out and it has been improving a good 
deal in the past year, and I suggest it can probably 
be completely eliminated. 

MR. KNOWLTON: It has helped a great deal 
Since eight of the provinces have gone out of the 
succession duty field. 

COMMISSIONER BROWN: But you still have this 
problem in Ontario and Quebec -- if somebody dies in. 
Vancouver and this involves a succession duty problem 
in Ontario? 

MR. KNOWLTON: That is quite true, sir. 

MR. BEAN: Yes, but I don't think it is a 
serious problem. 


THE CHAIRMAN: The Minister of National Revenue 
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has power, apparently, to de-register a plan on the 
grounds the employer has failed to make contributions. 
When that is done, what happens to the fund? 

MR. HODGSON: To my knowledge, sir, company 
contributions which are payable to the plan are denied 
the advantage of income tax benefit. 

COMMISSIONER MACKINTOSH: What about the 
individual contributions? 

MR. HODGSON: I don't think the individual is 
penalized. 

COMMISSIONER LEMAN: Oh, yes. 

THE CHAIRMAN: I would think he would be. 

These» payments that have been made 
into these funds = over a period before it is 
de-registered -- assume that: What happens? When does 
the income tax provision take effect? Does it apply 
to any of these previous contributions? 

MR. HODGSON: I have never had an experience 
on this one; I don't know. That is what prompted 
my remark that I didn't think the employees! contributions 
would be affected. 

COMMISSIONER LEMAN: As to the future it would. 
On the personal re ae it says, "Contributions 
to a registered plan"; that is what you get a deduction 
for. 

MR. BEAN: I believe there have been cases 
where it has been suspended and that has been the case. 

MR. PEMBROKE: It would not be retroactive. 

MR. BEAN: But the trusts set up and the funds 
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be affected. 

THE CHAIRMAN: Apparently if a plan is de- 
registered on. the ground the employer has failed to 
make contributions, the employer makes no further 
contributions, the plan continues with the contributions 
of the employees only? 

MR. BENSON: One would presume this would have 
the effect of forcing the employer to remedy the methods 
by which he is funding the plan, and this is’ a weapon 
to use to keep the plan one that is satisfactory. 

COMMISSIONER LEMAN: Actuarily sound. 

MR. BENSON: Yes. 

COMMISSIONER MACKINTOSH: I think the key to 
this is that the supervision by National Revenue was 
originally at any rate, a purely taxation matter, and 
therefore the Minister says, "This is no longer a proper 
plan and contributions to it are not eligible for 
deduction from taxable income." 

MR. BEAN: That is right. 

COMMISSIONER MACKINTOSH: "You can go ahead 
and fix it up and make it into a proper plan, and then 
you can resume", but he has nothing to do, I don't 
“think, with what is already in the fund. That is 
governed by the by-laws of the fund and whatever 
liabilities have been created. 

MR. BEAN: And the pressure on the employer -- 
should the plan be suspended, the pressure by his 
employees would be very forceful. 

COMMISSIONER LEMAN: And the union. 


THE CHAIRMAN: Are there no special penalties 
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provided for the employer? 

MR. BENSON: On a suspension of the fund? 

THE CHAIRMAN: Yes. 

MR. BENSON: No. He can't get the tax benefit. 

THE CHAIRMAN: Perhaps he has no money left 
to pay by way of a penalty. 

COMMISSIONER MACKINTOSH: It is simple to 
say that the child has now reached a certain age and 
there is no allowance on your income tax: It is the © 
same remedy. 

THE CHAIRMAN: In paragraph 34 -- this is 
in the summary -- you mention: "... a strong case 
can be made for raising of the restriction limiting 
any plan's income from foreign securities to 10 per 
cent of total income." What grounds do you suggest 
would be advisable to invest more than 10 per cent 
in foreign security? © 

MR. HODGSON: Well, this would be almost 
entirely common stocks. At the present time and in 
the past there has been no advantage in acquiring debt 
securities outside the country. I was making the point 
a little earlier that in Canada we are unable to obtain 
a full diversification in industries and in endeavour, 
and certain industries are completely denied to us 
in Canada both where the industries exist and where 
they do not exist, and the idea basically was to permit 
the acquisition of common stocks that would give us 
this diversification. It would be most unlikely, for 
example, that any purchases would be made of stocks 
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fields, and very large and rapidly growing fields 
which are not available. 

I might say these words were written before 
the exchange crisis was known, and obviously in the 
short run this may not be nationally desirable, but 
from the point of view of sound iMvestment policy we 
believe that the point is desirable. At the present 
time 10 per cent of income, I would venture to guess 
there is no problem for most of the pension plans 
currently in operation in meeting this 10 per cent 
limit. .Our company has been working, or had been 
working. on a general investment policy that not more 
than 25 per cent of the common stock portion of the 
portfolio would be recommended to be invested in 
foreign securities, which if the common stock portion 
was 40 per cent this would be not more than 10 per 
cent of the total portfolio. The. trend toward common 
stock investments in pension funds -- in the United 
States they have gone very much further than we have 
in this. matter, and whether conditions will exist in 
future that may lead us to assume that it would be 
desirable to recommend a higher percentage of common 
stocks, then the 10 per cent of income might be a 
restriction. 

THE CHAIRMAN: I have just one other question 
I wish to ask, and that is with reference to the next 
paragraph, 35, in which you object to competition 
offered by insurance companies in the area of pension 
funds. What do you say about that? Why should 


insurance companies be excluded from this field? 
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MR. BENSON: We mention it merely to be 
consistent with the position we have taken throughout 
the brief in which we emphasize -- perhaps this shows 
too much reverence for economic principles, which | 
perhaps have all been abolished -- that the value of 
specialization in definite areas among the various 
intermediaries has, we believe, shown itself to be 
an advantage through leading, as specialization is 
always supposed to do, to enterprise and energy 
and developed services along one partiqlar line, 
and this is just one case of an instance where this 
probably has been departed from, and we regret it. 

COMMISSIONER LEMAN: There is no patent 
protection? 

MR. BENSON: There is no patent protection, 
and we are quite prepared to meet competition. 

THE CHATRMAN:. As to agency services I don't 
think I have any questions. 

COMMISSIONER GIBSON: Just a few questions 
on the matter of your responsiveness to monetary 
policy and the interest rates and credit conditions +-- 
that is, in the guaranteed company sector of the 
business. Looking at the Study it would appear that- 
among the principal responses to changes in monetary 
conditions wre the change in your cash ratios, your 
liquidation of bond holdings, when money is tight. 

If you refer to that table we were talking about this 
morning, Table II-35 near page II-60 you will see 
quite a marked decline in the cash ratio, that is, 


ratio of currency and banking deposits, to chequing 
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run it down, and then be placed one way or another, 
either through attracting additional funds from higher 
rates on G.I.C.'s, through liquidation of bond holdings, 
and it is quite evident in the chart there is some 
tendency to that, and you let the normal course of 
repayments, coming in from mortgages, and so on, run 

it back up again. So undoubtedly in these periods 

we wili get low points. 

COMMISSIONER GIBSON: How do you Look at 
your cash in a position like this? When you run your 
cash balances down sharply this is a signal to pull 
in your horns and tighten up and sell bonds? 

MR. BEAN: Yes, we do everything we can to 
conserve cash and reduce commitments and cut back on 
mortgage lending. 

COMMISSIONER GIBSON: Do you have some sort 
of conventional ideas in your minds as to how much cash 
you ought to hold? 

MR. BEAN: I think that the cash holdings, 
as you can see from the other chart, run somewhere 
petween five and 10 per cent on deposits; it will 
hit a low and bounce back again to the higher amount. 

COMMISSIONER GIBSON: Of course, these have 
the year-end figures in them and these vary; they are 
almost as low as 34 at times and then get up to 
15. 

MR. BEAN: There. is a quarterly chart there as 
well. There is a monthly which shows it as well, on 
Chart II-12, but there certainly is a point at which -- 


and I think we mentioned it this morning -- there may be 
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occasions when certain companies may borrow some 

cash from the banks which is taken off, so it can get 
-- it is deducted as a liability; but there are times 
when it may get down to 3 or 34 per cent on a very 
temporary basis. 

MR. HODGSON: I think Mr. Thomas this morning 
made an interesting observation, that we are more inclined 
to take the non-cash liquid assets here as defined as 
loans and treasury bills. Most trust companies, I 
believe, in the bond portfolio they maintain will have 
a very great amount of short-term bonds. Now, it is 
possible as of today, for example, if we were to take 
and check the liquid resources and to use day loans 
and treasury bills only, and yet a company may have 
a sizeable amount of funds in the .3 per cent Government 
of Canada bonds due on the first of August this year. 
Similarly, I am quite sure all companies in their 
portfolios will have what are known as money market 


bonds. Most of their holdings will be in these. 
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I think sinters vididbeas first is chat She day 
loans and treasury bills are sold first before se bonds 
are sold to avoid taking a loss. It probably would 
have been much better if the bonds had been sold first, 
but you take a position, I thine ety need not say very 
much, but the fact of the matter is that these figures 
are misleading when they do not include the short term 
government bonds and if we consider our non-cash 
liquid resources as being only these two items. 

We were probably remiss in not making this 
point very clear but I tWiters it is a very serious point 
and perhaps a very serious omission in not bata this 
information available. 

COMMISSIONER GIBSON: I think it is very 
helpful to us to have this information on the short 
term loans because there were corporates and govern- 
ment bonds and it did leave a gap. What the picture 
looks like is much as you described, as if you ran 
your cash down and — started to sell your bonds 
and this does not say which ones except Government 
of Canada, and while this is going on your mortgage 
holdings are going up. That is the next thing I wanted 
to ask about. Why are your mortgage holdings going 
up when money is tight? Ts it because you have 
commitments which you are honouring? 

MR. HODGSON: It is certainly a factor and 
has to peetwien into account. Perhaps Mr. Bean would 
like to comment on this, but I would think that generally 


Speaking new commitments slow down. 


COMMISSIONER GIBSON: Is it the higher interest 
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rates that are directing it? 

MR. HODGS ON : Well, you cannot buy mortgages 
if you have not got money.. 

COMMISSIONER GIBSON: But your mortgages 
have not gone up in periods of tight money and your 
bonds have. Why would you switch into mortgages? 

MR. BEAN: Mainly for commitments. Most 
of these commitments are taken on a basis of advances 
within 90 days or thereabouts, and it may take as 
long as a year to work out of your commitments on 
mortgages and construction loans and that sort of 
thing. There are a number of them built into the 
system, so even on the ordinary ones it is going to 
take at least 90 days to work out your commitments 
down to a point where you might want to have them at 
that stage of the cycle. 

COMMISSIONER GIBSON: While you do not 
have too much control you have to meet those commit- 
ments and this means a continuous outflow of money? 

MR. BEAN: Yes, we pull back as fast as we 
can but these are things over which we have no control. 

MR. THOMAS: I might give a practical 
SE ae In our company every morning, in fact, 
we look at our cash position throughout our branches. 

We allocate so much cash for each branch to operate 

each day along with our head office. At times you will 
have oe withdrawal of cash. As has been said, these 
mortgage commitments, you may be up to several million 


dollars commitments, but we feel you can write off 


casually perhaps 50 per cent of them. You have got 
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to permit yourself to have 618s Aakad deay Xe) S38 

day you look at your mortgage position and look at 

your cash position and then decide Hate you are going 
to borrow from the bank to run that sided and you 

look at your bonds. At the same time you look at 

the pattern of money coming in and it might show an 
uplift and you say: "Well, we can weather it this 

week, we will not have to sell bonds". So you have 

to look at it each day, looking at your mortgage 
commitments, money coming in, your deposits and your cash 
position can vary several millions in two or three days. 

COMMISSIONER GIBSON: On the mortgage side 
you have these commitments and you carry them on. Do 
you also have the problem of maintaining the continuity 
with builders and connections; in other words, do you 
like to keep a fairly even keel with people when their 
needs are great and they are calling on you? 

MR. BEAN: There is no question during that 
period you will be doing a limited amount of what you 
might call normal lending which you are forced to do 
unless the situation becomes very dire. In order to 
keep certain people in business, for one thing, you 
cannot say to a builder you have been financing: "We 
are going to stop giving you money completely". All 
we can do is say: “Instead of building ten houses you 
will have to build two", 

COMMISSIONER GIBSON: This is a prime part of 
your business and you make a great effort to give your 
customers as good a deal as S8eR ip ie? 


MR. BEAN: We certainly try to be as fair as 
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possible, but certainly cutting back is very renee 

COMMISSIONER GIBSON: On this business of 
the spread in interest rates between what you put in 
your guaranteed funds and what you get in mortgages 
there is a chart here which is chart. 1-H. This chart 
is near page I-40. This chart shows the spreads 
between what you earn by mortgages and it shows what 
you earned in mortgages over the period from 1951 to 
1960 and then the total of mortgages, bonds and 
debentures, and then it shows what you paid on deposits 
and investment certificates, also the percentages 
and the spread varies a bit, but on balance it has gone 
down over that period to some extent. Is this spread 
a very important factor in your thinking? Do you 
tighten up when it narrows down and get very competitive 
when it widens a bit? 

MR. BEAN: It is certainly an important facton, 
Mr. Gibson, and it is always in our thinking. There 
is .a point beyond which you cannot go. As you can see 
the tendency is to a reduction which is spread over a 
period of years which I would suggest is almost entirely 
competition and competitive factors because as we 
suggested this morning the economics and the economies 
of doing business really have not changed very much. 
If anything, probably our costs of doing business have 
risen and as is suggested on the basis of this there 
is no reason we cannot operate on that spread now. 
COMMISSIONER GIBSON: If this spread gets 


pretty narrow and your mortgage rates are going down 
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a bit and you do not quite So down with the market, do 


. you lose much business? 
: MR. BEAN: Well, the Sun teh which you lose +- 
‘ and the greatest competition, of pe is in this 
: G.I.C. spread fund, that area, -- you will see that 
: they do run down at a very slow rate because it is 
q divided over monthly maturities spread over a long 
6 period of time so that you can temporarily be non- 
competitive if you decide the spread is too low to 
” make it worthwhile. 
a COMMISSIONER GIBSON: On the other side, 
12 Suppose you keep the mortgage rate right in line with 
i the market, that you do not lower the rate and ae’ 
i coming down a little, do you lose business quickly 
a or is this very gradual, or do the customers come back 
16 
to you? 

17 a 

MR. BEAN: The customers follow the rate 
a very well. Certainly if they can borrow cheaper nae 
id where else, they are going to borrow it at te Lowest 
a point. As you say, they are pretty well educated to 
" look for the best bargains. 
- MR. HODGSON: I was going to say they 
= come back to us to tell us that the rate is too high. 
mn MR. BEAN: I think you have heard of that 
a before, Mr. Gibson. 
a COMMISSIONER GIBSON: Going on to the question 
ut of your own securities, your own bonds in particular, 
28 ; 


are you particularly inhibited in selling them by the 


29 

question of book: loss? We talked about the trust 
30} f. 

account before. 
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MR. BEAN: There are a number of factors 
in tae area.” I think 1 we all indie that taxation 
is one of them and it certainly has been the practice, 
r think, of a number of companies who in the normal 
course of events would set up reserves out of earnings 
who would realize losses and ma ke vrauees that would 
amount to a write-down in much the same way. tT would 
say that BY and large we are not es severely inhibited 
due to the tax factor in making exchanges to our 
benefit which would involve a loss. 

COMMISSIONER GIBSON: Now, we have talked 
to companies that employ inventories and bond portfolios 
and found it a useful source of revenue and some of 
them were inclined to think it was not. Is this 
true in the trust company business, too? 

MR. HODGSON: I think a flat statement that 
the capital company account portfolio is not a trading 
portfolio would be correct. 

MR. BEAN: The capital account is certainly 
not a trading portfolio. We in the companies have 
to be very careful because if we make it a trading 


portfolio our taxation position will change. 


COMMISSIONER GIBSON: How about the guaranteed 
trust? 

MR. HODGSON: The commissions are different. 
The guaranteed account is a trading portfolio where 
losses are claimable as an expense and capital gains 
are taxed. 

COMMISSIONER GIBSON: So on your guaranteed 


account you can do quite a lot of trading? 
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MR. HODGSON: Yes, you say but in sin 
company account this is not the case. 

MR. BEAN: I think in actual fact we do 
not do an awful lot of trading, Mr. Gibson. There 
is some trading done to improve positions, some 
trading done to alter maturity tendencies, some 


trading done to take care of spreads and that sort of 
thing, but by and- large -- I think I know the insurance 
companies do it epae way. ) 
COMMISSIONER GIBSON: Well, there seemed 
to be three or four, one in particular. 
MR. BEAN: Yes. 
COMMISSIONER GIBSON: . I would like to return 
to something earlier that I did not understand and 
maybe some of uk other Commissioners did not understand. 


This was on the subject of selling against a loss and 


the matter of the common trust fund where you said 
to us that there was this problem of taking losses 
and sharing losses, the problem of division between 
the immediate beneficiary and the main demand. What 
I cannot understand is why is there any problem in an 
estate of taking some funds and putting them into 
a common trust fund? ees ane price is above 
or below par at that time would not make any difference, 
would it, when they make their initial investment? 
MR. PEMBROKE: Same as buying the stock 
on the.open market. 
COMMISSIONER GIBSON: Can you explain that 


more fully? 


MR. BEAN: Let us look at it this way. We 
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have a common trust fund, taking an extreme example, 

in which the units are selling at 80 and on a current 
yield basis are yielding, say, 5 per cent although 

you have the individual securities within it and on 

an amortized basis which you cannot use for this purpose. 
You have to have the actual amount coming out of the 

fund the same as for a particular estate coming into 

the fund. Whereas these securities are valued on 

a 6 per cent basis it means that if you take the same 
funds from the same estate and invest them in high 
quality securities at 6 per cent the life tenant 

would be entitled to the income. So you cannot very 
well put those funds into the common trust fund where 
you are only going to get a current return of 5 per cent, 

COMMISSIONER GIBSON: Why is that? I 
thought you valued it at market value when you put 
Ly in. 

MR. BEAN: We do, but we can only take 
out the current income and she is not going to get 
the benefit of the amortization. 

COMMISSIONER GIBSON: The actual amount 
is not going to go out? 

MR. BEAN; No. If through happenstance 
the market value of that should gain the same way as 
if we had bought a 6 per cent bond at par, that gain 
does not go to the life tenant, it goes to the re- 
mainderman, so you effectively deprive the widow 
of an income of, say, one per cent and they do not 
like that. 


COMMISSIONER GIBSON: You have not seen any 
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1 light through out technical maze Cm 

) MR. BEAN: Well, there are some mitigating 
3 factors. In some cases widows are not so concerned 

4| about it as in others and she can waive. She can say: 
5 *T do not seo put it in there", so it goes in. 

6 COMMISSIONER GIBSON: You cannot work out 


7 an arrangement with the tax department for funds of 


a 


8 this kind that would overcome this difficulty? 

9 - MR. BEAN: It is not a tax problem. It 

10 is a share ayae by the people who are not competent 

11 to forgive their shares. It is a conflict between 

12 the life tenant and the remaindermen and the remainder- 
13 men are not always competent to deal with it. 

14 COMMISSIONER GIBSON: Oh, all you can pay 
15 out is the actual income that comes into the fund and 
16 every once in a while a bond matures at par and there 
17| is a capital gain there. Can you not pay that out 

18 as income without a tax problem? 

19 MR. KNOWLTON: It is not a tax problem; 

20 it is a case of who you pay it out to because there 

1 has been a continual flow of money coming in and money 
22 going out. Who owns it except those that were in 

93| there at that time? 

24 COMMISSIONER GIBSON: It: seems to me you 
25 Should have been able to work out something along that 
26 line. 

27 MR. KNOWLTON; We have tried to amortize 
28 our own fund but it has just been an impossible thing 
29 to achieve because of this income and outgo. 


30 COMMISSIONER GIBSON: A few questions on your 
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response tO Bank of Canada policies. Do you watch the 
bank rate and do you watch the Governor of the bank's 
statement very closely, are you sensitive to this sort 
of thing? 

MR. HODGSON: And the weekly bank statistics. 

MR. BEAN; The answer was yes all the way 
across the board. 

COMMISSIONER GIBSON: What do you think about 
the bank rate? Have you any ideas along the lines of 
the kind of variable rate gat we ats or do you want 
a fixed type of rate? Do you have feelings about 
Signals? 

MR. BEAN: I must say we discussed this 
amongst ourselves not long ago fairly seriously and there 
was not a wide divergence of opinion in that I think 
we all felt that it would be very helpful to have what 
amounts to a definite signal from the Bank of Canada 
in setting a rate. On the other hand, that may very 
well result in an abrupt change in the atmosphere whereas 
the gradual change which has taken place through affectin 
the treasury bill rate is one which is also very helpful 
in trying to pick up the trend, but as I say we ended 
up with a stalemate. I would say we are about equally 
divided between those who think it is a good thing and 
those who think it is a bad thing. 

COMMISSIONER GIBSON: Maybe you would like 
a combination of the two. 

MR. HODGSON: I think we try to recognize 


the problem of the central bank in operating ina free 
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market but signals cannot be given too far in Lavette 
or cannot be too obvious. We try, I think, all of 
us who have investment responsibilities certainly in 
our association, have seriously tried to see the signal 
if there is one and even if we cannot see it to try and 
see it if it should be there. 

COMMISSIONER BROWN: Before somebody else 
sees it. 

COMMISSIONER GIBSON: In other words, you 

make your own assessment. . 

MR. HODGSON: That is right. This is a 


responsibility in the market. 
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COMMISSIONER GIBSON: This is really the 
essence of marketing, is it not, that various people 
Should be making their own assessments of what should 
happen? 

MR. HODGSON: On the other hand rather 
than talking about signals I Ater ali of us in the 
investment community appreciate and desire more and 
more information on which to make an assessment and 
if either through administrative problems and others, 
such information is either withheld or not made available, 
this makes it extremely difficult for us to operate, 
or to know how to operate. 

COMMISSIONER GIBSON: In other words you 
want such information as you can have but not too 
many or too definite signals, is that fair? 

MR. HODGSON: I did not say we aid not want 
Signals. What I did say was eyat we recognize that 
even if we did want them it is probably unlikely we 
could get them too far ahead. 

COMMISSIONER GIBSON: AS you said earlier, 
if everybody believed the signal the response would 
be so abrupt peat it would almost defeat its purpose? 

MR. HODGSON: Yes, but we do say in our 
brief that if it were possible we would like to have 
movement a little more gradual. It seems historical 


—s -+ 


that there is gradual movement on the way down in 
interest rates, but when hey go up it is rather sudden. 
COMMISSIONER GIBSON: What do you think of 


the central bank trying to achieve greater cooperation 


by consultation and bulletins? Does this occur in your 
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experience tell trust companies Be ee extent? 
MR, BEAN: The central bank has never 
to my knowledge consulted with the industry in the past. 
As you suggest, we offer or recommend that there be 
consultation between, we mentioned I think in the 
brief, the Minister of Finance. I do not think it 
makes much difference whether it is he or the Bank 
of. Canada. 
COMMISSIONER GIBSON: Why the Minister of 
Finance or the Bank of Canada, or vice versa? 
MR. BEAN: I think as far as we are, concerned 
it is either one or both. 
COMMISSIONER GIBSON: You have not any 
strong feeling about it? 
MR. BEAN: It might also be the bank. On 
our volition a few months ago we suggested that it 
might be advisable to discuss these things occasionally, 
and some of us did come down to discuss matters in 
general. It is unusual for people to come down to 
Ottawa not to ask for something, but we just came down 
to discuss the time of day with the Bank of Canada 
and the Minister. 
COMMISSIONER GIBSON; You did this as an 
association. 
MR. BEAN: -Yes, as officers of the associatio 
we did. 
COMMISSIONER GIBSON: I see. 
MR. BEAN: We think it would be a constructiv 
thing to have periodic conversations with groups such as 


ours to see what we are thinking, and for us to see what 
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they are thinking. 

COMMISSIONER GIBSON: Yes. 

MR. BEAN: I think it is most important 
for the operation of our whole system that there are 
more or less continuous consultations at various 
levels. 

COMMISSIONER GIBSON: I gather that Mr. 
Faribault did not altogether agree with this point of 
view. I- was not clear in reading his statement whether 
it was that he did not think he should consult with 
the Minister of Finance or with no one in Ottawa, but 
he said he could not see the need for consulting with 
the Minister of Finance. 

MR. FARIBAULT: Personally I would be of 
the opinion that it ought to be done through the Bank 
of Canada. 

COMMISSIONER GIBSON: I see. 

MR. FARIBAULT: First of all. Seconaty’} 
I' think it ought not to be done anyways; not fo be done 
and not to be spoken of. 

COMMISSIONER GIBSON: In other words it 
should be completely informal? 

MR. FARIBAULT: That is right. 

MR. BEAN: I think that is inherent. 
COMMISSIONER GIBSON: You should know what 
you are supposed to do and what the Bank of Canada 
is supposed to do. 
MR. BEAN; It is all right to do it as long 


as we do not have to do it. 
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COMMISSIONER GIBSON: Yes. 

COMMISSIONER LEMAN: Are the trust companies 
Susceptible to moral suasion as — eat: 17 

MR. BEAN: You see us all before you, Mr. 
Leman. 

MR. HODGSON: This problem merits some 
consideration; that is, recognizing that there are 
imperfections that can be explained and problems that 
can be explained, and whether you usé the words 
“persuasion” or “moral suasion", I think perhaps if 
these problems were known and the reasons for them 
made known aS well as the recommendations or suggested 
solutions made known, it would help things. I speak 
only for my own company at this stage. I am sure 
the Association would feel the same way, but we would 
like to hear about such problems and do our best to 
help dorréet them in -so far as we would be able to do so. 

COMMISSIONER GIBSON; Have you any Hordes 
that you would like to make about the Bank of Canada's 
operations as theyaffect the capital market? You 
have told us that you do not like highly variable 
interest rates, but that you like to see them move 
gradually. Are there any suggestions or criticisms 
you would like to make about the central banks' operations 
in this light? 

MR. BEAN: I do not really think so, Mr. 
Gibson. You are thinking more particularly of their 
handling of securities and chat sort of thing? 


COMMISSIONER GIBSON: Their marketing operations, 
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yes. 

MR. BEAN: I think basically what we would 
like to have is a little more information, and like to 
be kept a little more in the picture about what is going 
on... It is almost impossible to do in a.way, but we 
as a group, I. really do not think, have any great 
criticism as to how they have operated. One could 
always use hindsight and say they were wrong, but. I 
do not think that is the sort. of comment you want. 

We have no real suggestion as a group in this regard. 

COMMISS IONER GIBSON: I asked you the question 
because you said you would like to have less variable 
interest rates. 

MR. HODGSON: We said we would like to have 
the changes. more gradual. 

COMMISSIONER GIBSON: Have you any views about 
the division of responsibility between the Bank of Canada 
and the Department of Finance in respect to handling 
of the national debt? If you do not just say so. 

MR. BEAN: We have views about ie debt 
and its management, but not on that particular phase 
ro) Aas 

One thing a certainly affects our operatio 
and the banking operation, as well as undoubtedly a 
great many of us, is the tremendous volume of Canada's 
savings bonds outstanding. This overlaps a field and 
creates competition in respect to what we do in the 
normal course of our business, and it inhibits us 


certainly from purchasing Government of Canada bonds whict 
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we would otherwise purchase 7 te proceeds. Any person 
looking at the figures of our system and the banking 
system will see a tremendous reduction made at the 

time of Canada savings bonds issues every year, this 

has been pulled out of the norma 1 savings which would 

in the long term probably to a large proportion have 
gone back into the government market anyway. This 

is putting the country in a very awkward position 

by effectively monetizing a high portion of its debt 

and making it payable just as a x orp es deposit 

in a bank or trust company, and doing so at a cost 

which is undoubtedly very high. ie chia it is 
generally our view that this whole policy of Canada 
savings bonds has become the main way of raising 

money for the country and certainly as far as cash is 
concerned the one that has been the main way of financin 
the expenditures of the connery. This should be 
reviewed very quickly before it gets completely at 


of hand. 
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COMMISSIONER GIBSON: With a view to reducing 

it? 

MR. BEAN: With a view to reducing it. Certainly 
I do not see how we can afford to have more than $4, 
billion payable on demand, and it is Boing to be 
increasingly costly as time goes on if we stay in an 
era of high interest rates. It will undoubtedly increas 
a good deal. 

MR. HODGSON: It would appear also that the 
traditional or classical concept of monetary policy 
in its effectiveness is a potential threat in this sense 
in the classical concept of preventing disinvestment 
into cash assets with such a large amount of near money. 

COMMISSIONER GIBSON: Have you any specific 
suggestions about this? 

MR. BEAN: No, except I think we all feel that 
the situation can be handled with more recourse to 
the normal sources of funds for government if they 
leave this money in the system. That in itself would 
help to cure it. Of course the real answer to the 
problem is to reduce spending. 

MR. HODGSON: We could be facetious and 
ask for payroll deductions for the purpose of guarantee 
investment. 

COMMISSIONER GIBSON: The insurance company 
suggested to us that the maximum amount allowable to 
one person in Canada Savings bonds should be reduced. 

MR. BEAN: That might help the roll-over 
to some extent. 


COMMISSIONER GIBSON: Are you critical of the 
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whole Canada Savings bond approach or any particular 
aspect of it? 

MR. BEAN: I think we are more interested in 
the management of it. We think that the approach really 
is something which could be handled, and as it has now 
reached this stage it might have to be handled through 
some alternative method. 

COMMISSIONER MACKINTOSH* Do you not think 
4% has actually increased the amount of savings over 
the years? 

MR. BEAN: Yes, I think it probably has, 

Dr. Mackintosh. I agree with that. I think we would 
all agree with that. 

COMMISSIONER MACKINTOSH: Surely the systematic 
character of it must have tended to increase savings? 

MR, BEAN: I don't think it has increased 
the amount of savings any more than they would have 
been if some system of payroll deductions had been 
used, as Mr.Hodgson more or less facetiously suggested, 
for the purchase of G.I.C.'s. It is the widespread 
use of the principle which has enabled it rather than 
the particular vehicle. 

MR. HODGSON: We might view it from our own 
narrow viewpoint, that from your bond savings, the 
operation of the Canada Savings bonds policy financed 
N.H.A. mortgages, and we finance mortgages. 

COMMISSIONER GIBSON: Have you any other 
suggestion about the Bank of Canada or the general 
financial system? Have you any views about the composition 


of the Bank's board of directors? 
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MR. HODGSON: We have considered this matter 
I believe it is the concensus that we would not recommen 
a change in the way the Bank's board is established 
in so far as making it a board of, shall we Say, 
professional finance men. We believe that the Bank 
of Canada offices and staff are highly competent 
and knowledgeable in these aspects. We are inclined 
to believe that the regional representatives being 
practical men sitting on the Bank's board is correct. 
We would suggest possibly that the Bank's staff should 
try as best it can to get about and talk with practical 
people in the finance segments of the community, and 
for that matter other segments of the community, in 
order to sense the practical feeling of the economic 
community. Our feelings are party demonstrated in 
our willingness to meet and discuss, rather than just 
doing it with the top officers. We would be delighted 
to see these people from time to time while they are 
making their rounds, getting the practical aspect of 
the situation rather than in the cloistered area where 
they must do a great deal of their work. 

COMMISSIONER GIBSON: Are you more or less 
unanimous in this view? 

MR, BEAN: I think that is the general view, 
Mr. Gibson, yes. 

MR. FARIBAULT: Mr. Chairman, may I say 
as an example of our thinking, that there is quite 
regular consultation between the Bank of Canada and 
the chartered banks. I think as far as we are 


concerned for the most of us, except for the odd social 
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contact, that the last time we were called to come in 
was at the time of the conversion when we obviously 

had an important part to play in that operation. So 
far as I know, as a whole group, we have never been, 
shall I say, honoured by visit or consultations that 
might, we would like to think, have been of some benefit 
even to the Bank of Canada. 

COMMISSIONER GIBSON: You do not think you 
should have a trust company man on the board of the 
Bank of Canada? 

MR. FARIBAULT: No, sir, because as Mr. 
Hodgson just said we do not believe the Bank of Canada 
Should be made up of professional bankers, or even 
professional money-men. The work should be handled 
by the professional staff, but we feel that they should 
keep in closer contact with the practitioners. 

COMMISSIONER GIBSON: Do you see any gaps 
in the capital market other than the mortgage market 
which we have talked about? Ts there a small business 
problem in your mind? 

MR. BEAN: I think undoubtedly, Mr. Gibson, 
there is a small business problem which exists and 
which has been partially remedied by recent legislation. 
I think that the activities of certain of the companies 
in forming new mortgage companies has been deSigned to 
help some of them in that regard, because they certainly 
Will have within their scope of operations, at least 
made loans to companies that did not qualify for loans 
through the banking system, and which are not big 


enough for public financing. That is the area where I 


vwlavoivdo sw nenw noterevros si? To omtd sid te esw 
ras OG -sotdstege tedit nt yelq o¢ dusq dnsdrogqmih as bed 
eed teven evant ow . isale oforw 56 as .wond I as ssi 
teddy anottstiuaneos ro ¢ieatv yd bexvonond .yse I Iisde 


| diened emoa to noed event .waaidnd ot swtl btvow ow  .trgim 


; 

i 

P | .sbsrs0 to wnsd orld od move 
«| voy stented don of woY  :MOeaTO ABMOTE2IMMOD 


aft to brsod etd no nam ywasomoo tgeuntd s sven bivorna 
Ssbarsod To Ansa 

-tM es seusosd .ufea .o# sTIVAGTHAY .AM 
shens) to Nnsd@ odd svetied dom ob ew bisa taut csoagb,H 
Neves to .exeNosd [snoteesiorg to qu sbhsa sd: biyore 
holbonsAd od bilyode serow oAT snom~-yanom LIsenotaasiord 
biverte yerd dedd iset ow cud .tyste Isnofeestor andy yd 
.erenolisvivcosrq erig Adiw tosdnoo sseoto mh qeen 

8QGB3 UIs sea voy od sKMOGEID AAMOISerlIMMood 


Jexisa sgsatrom ond asdd serltvo dsoxdsrem [adigso orld at 


eeentend [Lame s srent eT Sovods bevtist over sw doidw 


'paim avoy nr moeldorg 
.soedin .3M .vibeddwobnau wotrit I :WAaAaa .eM 


bas etatxe dofriw mefdotq aeesntend Lisme s eft oredt 


» sofssflatast Iasoe% yd bethemer yilstidasq ‘need esr qotdw 
| eolnsqmos eft lo misduso to @ettivitos ett tedt antdd I 
oy baenstesb assed ast aotrnsqmos sagsadxom won antmrol mt 
| yvintsedroo yends seusosd .brsger tshirt not — to emoe gqierl 

Jasel ts ,anoitsreqo to sqooe sishd mtddtw even: Lhitw 
ansol sot vYlilsup Jon brb dsrd ecotnsqmoo ot ensol sham 


gid ton ets dotdw bas .motaeye xsitsinsd edd: daquornt 


tT eotedw sets oft at ged?  .antonsnti offduq tot nguone 


Neiherout & Young a 3605 ba! 


Terente, Ontario 


certainly feel there is perhaps the biggest gap. 

COMMISSIONER GIBSON: Do you see a lot of 
this in your company's business? T refer to companies 
that come to you from the States and so on that are 
too small to finance properly. 

MR. BEAN: Yes, and their credit does not 
warrant really taking a loan in respect of which you 
would be taking a guaranty. The operation is 
such that you really cannot put that sort of money 
into Lv. There is a grey area there without question 
which is difficult to deal with, but I think some of 
these developments will assist. There are develop- 
ments, as you are undoubtedly aware, in the risk 
catitel field; small development companies and there 
are several under formation in Canada now which will 
undoubtedly help in that area and give some of these 
companies equity capital which they require. I think 
there are developments taking place now which will 


help fill in that gap which, in our experience, certainly 


COMMISSIONER GIBSON: Have you seen some 
companies in your own experience that you could help 
finance yourself through the taking of a mortgage from 
a guaranteed fund, into the business, or something of 
that kind? 

MR. BEAN: I think all companies occasionally 
tale small loans in that area. We take them very 
infrequently, because from the standpoint of security 
shey are not the type of securities we like. 


I think one of the criteria for mortgages 
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generally in this business is alternative use, cha a 

it is not there, as it usually is not in the case of 

a commercial plant, you_have to rely to a much greater 
extent on the covenants and the operating success, 
so they are taken in limited quantities and usually 

very small amounts. That is, relative to the scope 

of the companies operations. There are certainly 

some being taken. 

COMMISSIONER GIBSON: How about the Industria 
Development Bank, do you feel its functions are adequate 
set out now? 

MR. BEAN: Again speaking personally, from 
a limited area of operation I think 1t* is sufficient 
and that its activities are helpful. 

COMMISSIONER GIBSON: You do not regard it 
as competing in an area with your own business? 
MR. BEAN: That is right. 

MR. HODGSON: It is probably fairer to say, 
however, ein? private enterprise appears now to be 
stepping forward to fill, not necessarily the same 
need, but a comparable need in an area in which the 
Industrial Development Bank has been operating during 


recent times. 


il bis .sau evitsaredis ef aeenteyd etdd at ullerensa 
jo saso odd at ton at yilaueuy if as .etedt tom af tt 
tedeorg Novum 8 oF yLlet ot eved voy .toslq {stotommoo s 
pneiseate gnidsusgo etd bas adnsnevos sit do snetxe 
Yifsvey bois seidtinsup bDstimil aft aswst ors: yodtt oa 
egooe sit o¢ evidsfor .el tenT .atavoms [lama yrev 
yYinisites sis eteiT .enotisieqo astnsqmoo sdit to 
.Aexst sited smoe 
‘[eirdevbal ofd duods wok :“O2HID ANMOT2SIMMOD 
eteypebs sis anottoayt att [ost NOY ob woaed inemqoleve d 
| fwon duo gse 
mort ,.vilsqmoaraq anivsasqe oissA . WARE .AM 
tnotottive at tt wantdd I nolieteqo to sets besimil s 
| .Lutaled evs aetétvidos est tedd bas 
ci basget com ob oY sWOemlyD ANMOLSCIMMOD 
Taasntard nwo svoy diiw sere as at gntteqmoo as 
-tigis et gadT :MARa .AM 
vse ot tertst yldsdortg at JI :MOBOCOH . aM 
| od ov won eresqqs setrqzetns sisving gui ~revewor 
| emse ond yiiaseasosen tom .ILIt of brswrot antgqqeda 
odd dotdw ai sets os ot been eldaersamoo s tud .boeen 
aninuh gattsreqo mesd esd Aned tnsmqoloved. [strteubnat 


.eomtd trsosor 


Nethercut & Young = 4607 a 


Terente, Ontaria 


COMMISSIONER GIBSON: We have heard of 
eases of private concerns that were into this field, 
and it suggests an overlapping. 

MR. HODGSON: I might assume that they were 
established before private enterprises in the field. 

The question might be whether or not private enterprise 
does come in to more completely fill the gap, whether 
or not the I.D.B. would withdraw or try to fill the 
narrower still unfilled gap. 

COMMISSIONER GIBSON: I take it you feel that 
expansion in the activities is a desirable thing, this 
expansion that has occurred in the last 18 months? 

MR. HODGSON: Yes, I would hope that if the 
need was there, and from looking at the statistics 
they have increased their loans very substantially and 
I would like to feel, I think, that if private enterpris 
did come in and did satisfactorily fill this gap that 
there wouldn't be competition, but I.D.B. might consider 
that it has been adequately filled and reduce its ~ 
operations, recognizing that it would accomplish pion- 
eering in this field. 

COMMISSIONER GIBSON: How about the securities 
exchange regulations; what are your Association's views 
as to this subject; in favour of uniform legislation 
across the country, a national exchange, a national 
commission? 

MR. HODGSON: We have discussed this point, 

Mr. Gibson. We would like to feel that whether there 
was a federal securities commission or a consistant 


legislation in the provinces is really not an important 
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thing from our point of view. There are certain things 
which, if we can take as an example the S.E.C. in 

the United States, there are certain things that may 

be desirable and which we would like here, not only 

for our own purposes but for the general welfare of 
investors. 

There are probably also certain things in 
these regulations which we probably wouldn't like 
but there existsin Canada a situation where one of the 
good areas of the S.E.C. which we might keep is the 
period of registration. 

When a new issue is brought to market, a- 
corporate issue or a provincial issue or a municipal 
issue -- and I suppose we should discuss the municipals 
and the corporate issues principally -- the investors 
are very frequently made aware of this issue on the 
telephone and sometimes -- many times -- don't have 
a piece of paper to review, and if it is a good issue 
it may be sold within an hour. 

Now, this sort of dynamic atmosphere may be 
desirable to sell an issue, but I don't think it is 
desirable from the investor's point of view. 
Professional investors such as ourselves can work and 
do work within the very narrow time limits that are 
provided to us, but we don't like it and much of our 
business is operated on the basis of care and consider- 
ation and study and we think we should have such a time. 
We don't mean to say that it should be a month, as 
the S.E.C. has it, but it should more than an hour. 


This is one area where we think it actually 
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might work to our disadvantage in the sense that people 
who had an opportunity to consider might buy in the 
initial offering and we might be cut down in our 
orders. However, for the general financial community 
we think something of that sort would be desirable. 

MR. NELSON: I think what you are really 
suggesting is that the prospectus be available before- 
hand so that the securities can be examined. 

COMMISSIONER BROWN: You did mention municipal 
bonds? 

MR. HODGSON: Yes. 

COMMISSIONER BROWN: And trust companies as 
a rule jand looking at them from the West Coast particularly, 
seem to confine their activities in municipal fields 
only to the large municipalities; is this because 
of the difficulties of maintaining municipal departments 
to keep records and figures up to date? 

MR. HODGSON: Well, the municipal market 

on the West Coast has changed in recent years and now --- 

COMMISSIONER BROWN: I merely used the West 
Coast as an example; we have heard this all the way 
across the country, that the smaller and less well 
known municipalities have difficulty in finding a 
market for their securities in the larger centres. 

MR. BEAN: Gertainly I think there is an 
element in that which we require which they haven't 
got. Ithink that most companies investing in 
municipalities want to achieve a certain amount of 
rapidity and marketability,and most companies buying 


municipals -- I know that our company does, as you know, 
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buy municipals from time to time and you buy them 
from the standpoint of term and the diversification 
of term which you can offer in a revolving fashion 
and not being forced to buy short-term ones, and that 
certainly in the last few years municipal rates have 
been such that there are not -- you are not paid 
sufficiently for the additional risk of the smaller 
municipality and it is one of those cases where I think 
the market has decided that they are not offering a 
high enough price and at a price which they probably 
could be sold. 

COMMISSIONER BROWN: A life company suggested 
the correct use of the pooling and provincial guarantee. 

MR, BEAN: That is in the case of Alberta. 

MR. HODGSON: There is another techneque 
and this would require going back to a set of circumstances 
which were changed for certain obvious reasons. Some 
municipalities sell serial bonds. 

COMMISSIONER BROWN: That is statutory. 

MR. HODGSON: Yes, but it was brought about 
for obvious reasons. Now, the same condition could 
exist with sinking fund provisions and pension funds, 
for example, who are interested in a long-term point 
of view and are more reluctant to buy serial debentures 
than they are to buy 20-year term. 

It might be possibb that municipalities 
michts might find it easier to sell their obligations 
if they were back on the long period, such as the 
larger municipalities such as Metropolitan Toronto, 


and so on. The trust companies would be delighted to 
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offer their services to all sinking funds! 

COMMISSIONER GIBSON: On the general features 
of the broad tax law, has your Association any comments 
to make? I am thinking particularly of the effects of 
20 per cent tax credit and the effect of the difference 
in treatment in payments from the tax point of view. 
Have you any comments you wish to make about these 
matters? 

MR. BEAN: I don't really think as an 
Association we have anything, Mr. Gibson, especially 
in this area, 

COMMISSIONER GIBSON: These are major features 
of our tax system and I wondered if you were satisfied? 

MR. HODGSON: I might make a personal observatio 
which is not the Association's, and this more or less 
goes back to a point we were discussing earlier about 
common stock, the availability of it. 

Now, the 20 percent: tax credit on common 
stock dividends presumably shovld increase the desirability 
of holding common stock and therefore the demand should 
rise. From an investment point of view, and to assist 
the professional investors, they are constantly 
concerned about the price of securities being 
affected by the scarcity value rather than the real 
value, and it does seem slightly incongruous that 
the demand side should be given the impetus and no 
countervailing attention sie to the supply side. That 
is the point I would like to make. 

COMMISSIONER GIBSON: You do think looking ahead 


that there is a potential scarcity of good common stock? 
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MR. HODGSON: Well, our tax laws make it 
such that except under certain circumstances it is 
not economically desirable for a corporation to 
issue stock; I mean, it is costly to issue stock 
vis-a-vis debt. 

COMMISSIONER GIBSON: You have a certain 
contrast in your own operations, and when you are 
looking after an estate of an individual a 20 per 
cent tax credit is a matter of importance, and when 
you have a fund --- 

MR. HODGSON: There is no advantage. 

COMMISSIONER GIBSON: Well, there is this 
sort of contrast and I was wondering if you had any 
views on it in the Association? 

MR, BEAN: Nothing that we have really discusse 
at any length at all as an Association, and anything 
we would say would be a purely personal observation. 

COMMISSION R BROWN: I have two questions 
here on reserves. You touched yesterday on the 123 
times multiplier that you use in the liability of 
capital reserves and you brought out quite clearly 
that at the moment you were only using about an 
8 times multiplier. 

What is the thinking behind your request 
or suggestion that this should be increased to 15 times? 

MR. BEAN: May I suggest that we are back 
to our problems on averages again because, as Mr. 
Pembroke pointed out --- 

COMMISSIONER BROWN: Does this mean 


that some of the companies ---- 
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MR. BEAN: Some are on the line, I would say, 
at the moment, maybe two or three, and while I think 
we should be -- in most cases that has been because 
of the relationship of their trust and deposit and 
guarantee account, so certainly I think there are 
a number of companies who are very close to the 124 
times at the moment again. 

COMMISSIONER BROWN:: If the 123 was a good 
one, what is the thinking behind the increasing 
it to 15? You have the alternative of increasing 
capital. 

MR. BEAN: We didn't think it was a good 
one at the time it was made 123 and we offered 15, and 
it was one of those unsatisfactory compromises at the 
time, so that I wouldn't agree with you that the 123 
was a good one. 


gives a margin of 
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COMMISSIONER BROWN: le 
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MR. BEAN: “Yes. 

COMMISSIONER BROWN: And 15 would give a margin 
of about 6. 


MR. BEAN: It is a very slight difference. 
Gertainly looking at other financial industries and 
other people in the financial industry, 15 is not 
an unusual or an inordinately high multiplier to use. 

There are a good many times when we have 
been thinking about the banking system and there have 
been many times when it has been considerably higher 
than that and it is certainly higher than that in 


a great many parts of the United States, and that sort 


e ae owe 7 
ae J “‘*S7 we © 


Bee yee fs - Seas ane ee, ie sian ¢ "Bie 
‘ 7 “ase bSfivuew I Ont efit ao sic NEE, mm ‘at tt 
" aofds I elisw bas ee 0. owd sdysm- .tasmoms ste js 
| 33 q  sausosd moed esd tsdd gseso teom nt sintisaloeonan ie 
bas dieoqeb bas tewrd sfedd to gidenotisflo oct to iB 
eis ojedd watAdd I ylatetieo og .Jdvoees setasieUS ig 
a2 §Sf edt o¢ szolo yxev 97s ow eotasqmoo:'te redmun s 
| | -fisgs dnemom edd ta: eemid | 
ei Boog 6 BSW $8 eat TI : :MWONG ARMOLSSIMMOD oy)woot le 
4 . - gafesstomt eft Srisded aninaldd oft et tedw .edo 
ai 3 adtessiont to evitsnretis odd evar soY Tel, OF dt lor } 


ie | et purely .KOLRGOR Fi -. bebtiees jit . 


boos 6 asw dt datdd dinbib oW HARE AM jst 


. : ah +7. 


‘ec 


ates 


4. 


‘bas .@f heretic: ew bas €Sh. cham aew dhomit ondtsieno IE 
odd te soatmorgmoo yrotostaitsany seont to; eno. asw. dt ja 


eS edt decd voy ddtw serge d'abluow I ded¢ os .emtd jer 


ae ““] 


‘,9%o boos s asw | of 
to mtovem 8 eevis 49f =<WWONT ABMOTe2TMMOD bes os (|E 


ai 


oO 


-89Y° : VASE «AM af er 


atgism s evis bisow @f baA ~ :MWORA AMMOTeeTMMOD ' jos 


aa ee ee ee 


.O tuods.to {28 


: -somerstiidb tdgile yrev s ef 3I +WASG. .AM Cc 
: Das eetaseubat isfonsaltt renfto ts mmrbdool yintsd1ed LAN 

; " tom at @f .yutewbet Istenantt end at olqosa redto ag 

| 985 oF religitium rigid yledeatbront is to I[sveuny as es 

/. sved ow codw eomtt yasm boog 8 9%s sted? 108 | 
. K | svsd sxedd bas moteye gabinsd oft tuods antvatAd nesd I ye 
a tefigid yidstebianos need asd tI new eemts yosm sod 8s 


at ted? ascit redgid VE cece OME: Secs ted asdt 


1 Yasn sou 


4 
ie tr102 decit bos ,aedste betta’ ond. ace 


= 
, 


Nethercut & Young “a 3614 = 


Terente, Ontario 


of thing, but in our type of application and the type 
of restrictions, the rules for the type of investment 
which we can make, it has been felt by the companies 

that 15 would be a more reasonable approach to it. 

We can't define it -- I agree with you that there is 

no way you can say that 14-5/8 is wrong and that 

15 is right, but judging from the over-all picture 

15 <eems to be a not ae naaaeemie figure to work on. 

COMMISSIONER BROWN: . On the opposite side 
of this argument, as it were, it is your suggestion 
that your reserves on mortgages that you are permitted 
are too low, but if the reserves on mortgages are too 
low, how can you argue for a larger multiplier on this 
other reserve factor? 

MR. BEAN: As you can see from looking. at the 
request for reserves for mortgages, it is a long-term 
proposition we are looking at; the market is increasing 
and we couldn't be prevented from earning earnings 
to set this thing up without incurring some of the 
problems that you already discussed, and so on, and 
to build them up in that way through earning power. 
Admittedly it does seem somewhat inconsistant to us 
that there should be a different relationship between 
capital reserves and total reserves and that some of 
the assets could be used more heavily from year to 
year. I think that is the reason for it, we don't 
think --- 

COMMISSIONER BROWN: This gets down to 
the real problem --- 


MR. BEAN: It is an operating problem as agains 
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the other. 

COMMISSIONER BROWN: Wouldn't it be more a -- 
you have asked for an increase on two bases; an increased 
rate of accumulation and an increased percentage of 
accumulation. 

MR, BEAN: Right. 

COMMISSIONER BROWN: Would it not be more 
practical to look at an increased rate of accumulation 
to get up to the present basis? I think that would 
be more logical in connection with your other requests 
about. the higher multiplier. 

MR. BEAN: It might very well be. Again, 
one of the reason why it was done the way it was -- 
this is the figure which was suggested to the Denaiaent 
of Finance a number of years ago when we first establishe 
this principle, and it took a great many years to 
establish initially anyway, but at that time it was 
based upon the figures and it was administered with 
the reserves in the area of from.5 to 6 per cent, or 
about what we thought would be required,and then that 
was cut back and it is suggested in the brief that 
the present rate will not reach 3 per cent for a good 
many years and I think as a matter of policy it might 
have been well to have asked for an increase in the 
rate of increase rather than an absolute, but it was 
felt that you were enquiring as to what we thought 
should be done and that is what we thought should be 
done as a matter of primary proposals with the Department, 
but perhaps it might be better to go over that to 


reach the upper limit. 
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COMMISS TONER BROWN : Again you. get down to 
this porte of why are ae figures’ good figures? 

MR. BEAN: Well, that figure was one which 
was worked out from the experience of the companies 
over a long period, Admittedly there have been very 
few losses in recent years, Sut? as was asebubita 
this morning, there will also be periods in the 
future where we will experience losses, so all we 
need do is look at the past and try to set up a 
reserve which would be suitable to the circumstances 
which might repeat themselves. 

We also have a greater problem now than 
before in connection with the higher ratio of loans 
to value and a great many factors which have increased 
the risk on mortgages than even in the period of the 
thirties. 

COMMISSIONER BROWN: But you are on a 
different basis now. 


MR. BEAN: Which we hope will help. 
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MR. HODGSON: I could probably make a general 
answer to that question which is much like, I suppose, 
Samuel Johnson who is reported to have said, when 
asked if he wanted more wages what would he do after 
that, that he would still want more. I think the 
point is that as the economy matures and as the financia 
institutions mature, historically there has been a 
general tendency to liberalize. This has been an 
historical fact not only with respect to our company: 
Why did we do from 10 to 123? I think, basically, 
as the industry matures and the financial economy 
matures the professional aspect of conducting the 
business matures. This is the general trend toward 
this kind of thing rather than say, why is 123 good? 
Why is 15 good. The reverse answer could be made: 

Why didn't we stay at 10, and why did we move from 
something before 10? I think there is a general trend 
toward that in the gradual maturity of financial 
institutions. 

THE. CHATRMAN: Gentlemen, we wish to thank 
you very much for your contribution to this very long 
discussion. I am sure I am speaking for all my 
colleagues when I say that we have learned a very 
great deal as the result of this discussion, and that, 
combined with the brief, has in our view been a very 
great contribution indeed to the work of this Commission 
We find in our travels that the discussions following 
the briefs are very valuable, and this has been no 
exception. 


I would also wish to mention the brief of 
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Mr. Faribault which was dealt with along the brief 
of the Trust Companies Association, and we recognize 
that in part that was a dissent from the main brief, 
put we have received great assistance also from the 
viewpoints expressed by Mr. Faribault on behalf of 
The devierai Trust Company of Canada. | 

We appreciate your attendance here in the 
last two days, and thank you once again. 

MR. BEAN: Mr. Chairman, speaking on behalf 
of those of us here from the Association I can assure 
you we have very greatly appreciated the opportunity 
of appearing before you in presenting this brief 
and taking part in this discussion, and we can only 
hope we have been able to answer some of the questions 

about our industry. We appreciate your forebearance 
in the questioning and we certainly wish you very well 
in this most important task you have undertaken. 

THE CHAIRMAN: Thank you very much. We will 
now adjourn until 8.45 tomorruw morning. 


--- Adjournment. 
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Conclusions and Recommendations 
a The Trust Companies Association of Canada has 


no radical or controversial recommendations to make as 


it believes that fundamentally the country's financial 
system is strong and does not require major alteration 
to make its processes more efficient. bin 

2, The Association is of the opinion thablltna:. 
present financial structure has served the nation: well 


in the postwar expansion of the economy; and that the 


various financial institutions have shown themselves to 


be possessed of qualities of resourcefulness and 


flexibility in meeting the demands placed upon them. 

This can be expected to continue in the future. 

a: Each type of financial intermediary has a 
specialized role with very little overlapping ofP Tuncecion, 
aid oes submitted that the virtues of specialization 

be retained. The trust companies for their part have no 
desire to add to their present functions. 

pater The Association is a supporter of maximum . 
freedom in economic life. It would regard with disfavour| 
the imposition of restrictions and controls on financial 
intermediaries. As an example there have been suggestionjs 
that priest: companies and other non-bank financial 
institutions are now of sufficient significance and 
weight in the economy to merit more direct control by 

the Bank of Canada in the oer manner as the chartered 
panks. Direct control of the operations of the chartered 
banks is clearly a necessary objective of credit policy. 


That control has an indirect effect on trust companies -- 
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is iby Rassdn Tothemefhinanclal Imstihtutionsea<“But the 
6perations of the ‘trust companies, which are entirely 
different from those of the chartered banks which ites | 
thaw d@ontrolerdd oot cablAformcdimect controbrby the 
authorities. There is no evidence available to show 
Evthecintroductioncofsmore control sibscnecessary cin 

tie simterest of monetary policy. 

i< The Association believes that the following 
changes-_in the legal framework within which they operate 


Would enable its members to serve the economy better: 


(a) To allow clients the benefit of some 
aay Beta inflation, trustees should be 
allowed greater latitude under provincial 
laws to invest in corporation obligations ana 
equity's 

(bo) Laws limiting the expansion of trust 
company guaranteed liabilities should be amendec 
to allow the companies to maintain a ratio of 
fifteen to one between their guaranteed 
liabilities and paid-up capital and reserves, 

(c) It would also be heipful if all the 
legislation governing the investment or guarante 


| 
funds were made uniform throughout the country, | 
| 
| 
} 


ae, 


} 


along the lines of the most liberal of the curre 
statutes. 

(d) A similar uniformity could be | 
tyme with advantage to the laws spina | 
the administrative practices and reporting : 
Parc tiors tof tris eompanies . 
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Terente, Ontario 
enjoy equal treatment in the payment of taxes, Other 
financial institutions are afforded treatment which 
Matec them to accumulate reserves more readily. To 


this end, therefore, the Association recommends 


amendment of the Income Tax Act to allow trust companies 


ho inicreage ies wat Soe at a rate more consistent 
with safety. 

gee The companies would welcome the establishment 
of terms upon which they could obtain emergency loans 
from the Central Mortgage and Housing Corporation as 


a lender of last resort for the industry in the event 


} 


of a SereneeiS hiatus similiar to 1929. 

Oy The Association was asked to comment upon the 
clearing system and upon deposit insurance. The trust 
companies at present have a satisfactory arrangement 
with the chartered banks for clearing their cheques. 

a's wigs te: essential poskheir operations ciiat Suwehniiaccess 

to the clearing system continue to be available on an 
equitable basis. 

9. There is basic difference in the financial 
organizations accepting deposits in Canada from those 
in the United States which operate under systems of 
deposit insurance. It is a difference which makes such 
an innovation unnecessary for the protection of their 
depositors. 

LO. The Association recommends a legal requirement 
for filing reports on retena pension funds at regular 
intervals with the Department of Revenue for Canada. 
-onsiders that the Minister might be empowered to 


de-register plans which are not deemed sound, 
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The Association recommends against any 


further investment regulation for pension funds and would 


modify the existing restriction on income from foreign 
investment. 

A od EY The trust companies, as keepers and investors 
of a large part of the nation's savings, would like to 
see a new regard for the ourchasing power of the doliar. 
This has not received sufficient attention for almost 
twenty years, and is glibly assumed to be an inevitable 
casualty in the march towards greater prosperity and 
other economic goals. The Association thinks that 

more thought must be devoted to the social and economic 
implications of the steady erosion in the dollar's 
purchasing power. 


cans In view of the over-all importance of the 


proper functioning of monetary policy and as an earnest | 


of their willingness to co-operate with the Minister of 
Finance, the Association proposes that he be furnished 
on a regular basis with any information thought 
necessary to the proper formulation of monetary policy 
and that there be regular consultation between its 


representatives and the Minister. 
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BRIEF OF THE TRUST COMPANIES ASSOCIATION 
OF CANADA 


jig’ The Trust Companies fssociation of Canada 
represents twenty-eight companies administering assets 
of approximately $9.7 billion made up of $185.6 million 
in company funds, $1,419.0 million on guaranteed account 
and $8,142.9 million in estates, trusts and agencies. 
The member companies are substantially all of those 
doing a general trust business in Canada. 

oe The Canadian trust company is a unique type 

Gh ainetehtut Lon iwhichi Has: ne.icounterpar tirin either the 
United States or the United Kingdom. The activities 

of trust companies are governed by their statutes of 
incorporation (federal or provincial) and by the trust 
company legislation of each province in wirich ithey, are 
licensed to do business. Though some of this 
legislation deals with the loan companies as well as 
trust companies, the two are completely different types 
of organizations. 

oe Trust companies are not carbon copies of 

one another; each company concentrates on doing the 
type of business it thinks most suitable. for example, 
one large company does not accept deposits from the 
public and even a cursory comparison of assets under 
SAlctni strates oa reveals wide variations in the practices 


: 
Para 1. - The Association and its activities are fully 
s described in 1.63 to 1.72 of Appendix l. 
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of individual companies. some stress guaranteed funds, 
some place greater emphasis on the estates, trusts and 
agency sector, and others on corporate trust services. 
There is also a difference in scale of activity in that 


some companies have extensive branch organizations while 


others have only a single office. Trust company operat- 


Lons “are i arafrom-being homogeneous; diversity is»#the 
rule. 
ue The functions of the trust company -- 


individual trusteeship (estates, etc.), collective 


trusteeship (investment intermediary) and corporate 


trusteeship’-= have’a basic.unity. It underlies the 
trust relationship which is common to them all. All 
these functions involve the protection of savings - 


personal, family or corporate -- whether in individual 


Trusts) We collective trusts, oncinmanysotherstonme 
[Teousithesfunctionsofethestrustecompanyatompreserve this 
capital and use it productively. The provision of 
investment management skills is therefore a basic element 
ai CPUS company services. The flexibility and enterpris 
of these institutions with their unique trustee concept 


make a valuable contribution to Canada's financial 


system. 


Economic Policy 
The Association would like first of all to 


Ul 


express its basic views on general economic policy, and 


particularly the extent to which financial and monetary 
measures can support over-all economic objectives. Iv 


is felt that the aim of economic policy should be the 
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promotion of sufficient growth to maintain a high level | 
of eobloymbhe within a framework of free institutions. 
Secondary only to this main objective should be the 
preservation of the purchasing power of the dollar, the 
provision of adequate social welfare standards and the 
strengthening of Canada as a nation in all aspects 
of Rhuman- endeavour. The Association believes those 


objectives could be most surely achieved in’ an economic 


= x ‘ 
* 


community where decisions on production and consumption 
are made by individual producers and consumers operating 


in free markets. 


Or 


P Monetary policy must serve these all-encompassing 
objectives; particularly it should complement stabil-. 
ization policies to try to minimize fluctuations in 

the economy. itwciss our “opinion that “monetary policy 
cannot by itself successfully accomplish this purpose. 

For instance it is generally agreed that monetary 

policy is more efficacious in choking a boom than’ in 

Lt eee recovery from a re“ession, but it is without 


doubt a necessary and even indispensable control 


| 
| 
vechnique. 
Tis : The main attraction of monetary policy in | 
Contrast towmiscal® policy is that’ ols a*general 
atmospheric Control: it obviates: the necessity of more | 
direct interference with the workings of the economic 
process in that its impact on events is made through 
the indirect effects of oat in the money supply 
and through changes in interest rates. To this extent 


the degree of success attained is directly dependent 


on the efficiency of the capital market, especially on 
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Terente, Ontario | 
the response of its individual sectors to changes in ae | 
structure of interest rates. For this reason the trust | 
companies advocate maximum freedom in the capital es 
8. The most difficult aspect of monetary policy 
is its proper timing; with the advantage of hindsight 
iG is possible to question the wisdom of monetary 


policies pursued at certain periods since the end of 


the war. For instance, there has been the comparatively 


| 
| 
| 
| 
| 
| 
| 
recent controversy as to whether monetary policy was | 
pursing: the right objectives in the years 1958-59. | 
Stabilization is not the only goal of monetary policy | 
since account must be taken of .its effect on the,bond 
market, the exchange rate, and the marketing and manage-| 
ment of government debt. This only makes the art of | 
monetary management more difficult, anagavhnoughwic 18 
very far from being an exact science, it is nevertheless 
one of the best tools we possess for general economic 
management. 


9. The question has been raised as to whether 


monetary policy has had sufficient impact on the 


operations of non-bank financial institutions. So far 
as trust companies are concerned, such evidence as is 
available supports the conclusion that their operations 
have responded to ners in monetary policy. Though 
the evidence is not fully conclusive, it does confirm 


that the companies have been in step with official 


policy. Since monetary control 48 not-meant to .be-a 


\ a —T 
J 


delicate and exact instrument, a confirmation of a parallel 
movement is all that might be expected in any case. 


The trust companies want to do everything possible to 
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Terente, Ontario 
make monetary policy more efficient and their proposals 
in this regard are set out in paragraph 42. 
10. -In their role of investment intermediaries, 


| 
| 
trust companies are also vitally concerned with the veued 
and course of interest rates. The problems involved | 


in attracting and managing savings have multiplied of 


late owing to the trend in the mortgage market towards 


long term obligations, so that a substantial proportion 
of investments are now made long term despite the 
predominantly short term nature of trust company 


liabilities. Abrupt and wide changes in interest rates 


mage necessary by sudden alterations in government 


policy could have serious repercussions in the industry. 
Indeed they could leave the industry in an exposed 
position and the recent move to a pegged exchange rate 
increases the possibility of this. The companies are | 
therefore concerned that such changes in interest rates | 
as are necessary do not preclude easy and gradual 
adjustment to the new policy hy all financial 
institutions. 

his, The trust companies as gatherers ra managers 
of savings are most concerned on behalf ofiall their 
clients ‘in ae maintenance of the dollar's purchasing 
cower. The existence of even mild inflation can erode 
the value of savings and, if the process is continuous, 


can ensure that in the long run there will be no saving. 


Since all trust company operations relate to savings in 


fofiation sti ect. ve.) eS 

Para. 9. - This matter is examined in Appendix 2, 
("The Role of the Trust and loan Companies 
in the Canadian Economy") Part II C. 


Para. 10 - See 2.47. 
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some way, the success of monetary policy in stabilizing | 
the dollar's buying power is very significant for trust 
company clients and for all savers. | 
ks For this reason the inflation during the noe twen! 
years ite has carried the official Consumer Price Index 
from a level of 100 in 1949 to 129.8 in December, 1961 

demands comment. Even allowing for all the imperfections 


| 


and inconsistencies inherent in the Index, there is no 


| 


Goubt that the trend of prices has seriously reduced 


the living standards of people dependent on fixed incomesi. 


Measured by the Index, the value of the dollar has fai cer 
£047 f=cents,siace 1949... Since 1959,. inflationary conditi 
have been less evident and the upward movement of the 
Index has been: less.steep. 

LD. It is, however, difficult to believe that 

some measure of inflation.will«not re-appear, 
particularly in view of the spending propensities of 


governments and the current attitude towards deficit 


financing. We seem to be in én era in whichAbophaare 
becoming more widely accepted, if not encouraged. if 
the economy is in an era of long term Tit lay.on jwerave 
oroblems are posed for trustees whose freedom to hedge 
against inflation is restricted by legislation and by 


the limitations imposed by the trust relationship. 


At the same time they are charged with the protection 

of savings, which the presence of inflation makes 
impossible to achieve. This is the dilemma of trustees; 
inflation effectively destroys the value of savings 
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without their being able to prescribe preventive medicine 
thus making it difficult for them to perform their 
function of preserving savings. The companies therefore 
urge a broadening of the relevant legislation 1 Pei Gye By oy 


trustees solve this problem, as proposed in paragraph ¢e7. 


The os piaIr hacker 
14% The trust companies are prominent and growing 
participants in the capital market and with the trend 
towards the institutionalization of savings they have 
every expectation of becoming more influential. Oriew or 
the most important functions ‘of the capital market and the 
one which concerns the trust companies most is that of 
attracting an ged tevear ine funds for investment by means 
of the structure of interest rates. This is best accom- | 
plished in a completely free capital market. “There are, | 
however, many imperfections in to-day's capital market, | 


two examples being the NHA interest rate, which is not 


a free rate, and the ceiling -* 6 per cent imposed on 


chartered bank loans by the Bank Act. 

Love The trust companies believe the present 
imperfections in the capital market should not be 
increased or compounded. They think the welfare of the 
nation would best be fostered by permitting Med. ie 
rates to exercise free and full influence upon the 
policies and practices of all institutions engaged in the 


attraction and allocation of savings. Saving can best 


“be encouraged through the free competition of a variety 


of investment intermediaries offering the public 


differing claims and operating in their specialized 
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areas of the capital market. The companies believe that 


the efficiency of the money market and the speed at 


which it has become an integral part of the Canadian 


financial scene, is due to the fact that it is a free 
market with no deliberate imperfections imposed on it 
by official sources. 

1G. A different type of imperfection has been 
introduced into the capital market by the provisions 

of the laws and regulations governing the operation 

of trust companies. For example, trustees are narrowly 
restricted as to their investments. This frequently 
affects the trust companies <in eee investing power on 
behalf of individual estates and trusts. che 
Association believes the laws governing trustee invest- 
meats should be broadened as outlined in paragraph 27. 


LTS In addition the investment of capital and 


= 


guaranteed funds is similarly: circumscribed by legislati 
The Association's view is that the most liberal examples 
of such legislation do not constitute a restraint of 

any importance. In fact the opinion has been expressed 
that if those legislative safeguards were removed, 

Re Stee e investment portfolios would not change to 

a significant extent. The Association therefore believe 
that the existing regulation should be modified as. 


referred to in paragraph 29. 


‘@tetl pests. “The smal) investor wail’ seehe ea e— 
Para. 14 - A full description of the practices followed 


by trust companies in the attraction and | 
investment of funds is to be found in Appendiz 
1, Section 3 and a discussion of the function | 
and imperfections of the present capital market 


in Canada is contained nie ovend tee ess ert sth 
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18. The Association notes that the tremendous’. 
growth of the Canadian economy since the end of the war 
could not have been accomplished without the backing 

of a fundamentally healthy and extremely flexible 
financial system. The most noteworthy addition to the 
financial structure in this period has been the develop- 
ment of the money market, which nes added strength 

and viability to the complex of monetary institutions. 
The Association is confident that the existing 
institutions in the financial system can initiate and 
nurture new techniques’ and practices to serve the needs 


oi the economy with the minimum ‘of official intervention 


secondary Mortgage Market 


19. A secondary mortgage market for National Hyusing 
Act loans in sizable blocks has been developing graduall 
in Canada through their sale by Central Mortgage and 
Housing Corporation and other sellers. Because of the 
extra flexibility and room tc manoeuvre which a 
secondary market affords, it is to be hoped that this 
new departure will expand and prosper. It is difficult, 
however, in view of the massive administrative problems 
involved to see how this secondary market could be 
extended to cater to the interests of the small investor 
by making available small parcels of mortgages on a 
retail basis. The small investor would probably be 
better served by participating in mortgages through 

an iiea cetane intermediary. 
Para. 477 <"See° 5: 16° to" SV 19 


Para. 19 - See 3.52 
Pare ;PeO="" Sce’s .40-'tor 3651“ and 9.55 
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20. The Trust companies held $452 million of 
mortgages for their capital and guaranteed account at 
the end of 1960, representing 37 per cent of the 


account. With holdings of this magnitude, mostly in 


ee eeeereey 


conventional mortgages, the companies have an aoe tees 

_ 
need for a lender of last resort. While there has been 
a long period without a PTne chall Crasis= ol “1929 
dimensions, it is advisable that the basis on which loans 
could be obtained against outstanding mortgages be 
established welll in advance of the possible re-appearance 
of similar’ circumstances. 
28 It would therefore» be helpful to the trust 
industry if the terms on ‘which it could obtain emergency 
loans from the Central Mortgage and Housing bbe pBBREIGA 


could be established. At the moment this is the only 


lender of last resort available to the industry. 


| 
Trust Companies and the Chartered Bank Clearing | 
| 


Zan The trust companies present use of the chartered 
banks! clearing system is of key significance in the 
operation of their business. At present each trust 
company has an arrangement with one or more of the 
ohantered banks to clear its cheques through the banks's 
clearing system in the various centres across the country, 
and in Resanatae: this service the banks charge the trust 
companies standard rates. 2 

Zor Though the chartered banks run the clearing 
system, the trust companies have had access to it and 
this arrangement has worked well. It is essential for | 


{ 
the present and future conduct of trust company operations 
a 


Para, 22 = See 5.37 to 3.41 | 
Para. 25:= This point 1s noticed in 9.19 | 
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Toronto, Ontario 
that such access to the clearing system continue to be 
available on an equitable basis. 

Underwriting 

eu, Modern economies are economies of specializatio 
and the financial sector of the Canadian economy has no 
less dependence on specialist functions. For this 
fundamental reason we do not believe that trust companie 
eould facilitate the distribution of ‘new capital issues 
py participation In-underwritving. 'There are existing 
institutions in the new issue market whose organization, 
experience and function make them well fitted for the 
task of underwriting in all 2te: varlousifacets..) Lt as 
felt that the intrusion of trust companies in this 


field would not increase the efficiency of the capital 


market, and that underwriting is best left to the 


specialists. | 
Deposit Insurance | 
EERees We have been asked to comment on the advisability 
of introducing’ into Canada a system of deposit insurance 
Samilar to those in operation in the United States. 
There is a basic difference between the institutions 
whose deposits are insured under the U.S. systems and 
their.counterpart institutions which accept deposits 
in Canada. In our view, this difference makes the 
suggested innovation unnecessary to protect the 
depositors of the Canadian organizations. Admittedly 
one merit of the system is that it may achieve uniformit 
in regulation where eaten 1% deemed desirable. 


| 
Changes in the Law | 
26. We recommend the following changes in the laws 
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which affect ttust company operations, in the belief that 
such adjustments would enable us to serve the economy 

to greater advantage. 

alas It’ woudd.be.beneficial.to,the.economy,and. in 
line with current. investment. thinking to permit invest- 
ment by trustees for estates and trusts in corporation 
obligations and shares subject to earnings tests with th 
Drowdse Lhat.nor more, than. 55° pers cent.oL ay Crust 

could be so. invested. It is noteworthy that the trustee 
law of Nova Scotia has established a precedent in this 
direction by permitting equity investment up to 15 per 
cent of the value of the trust. 

2ox Provincial laws which limit guaranteed 
liabilities to asmaximum. ratio»: to, paid, ups capital and 


reserves should be liberalized. We also consider that 


the twelve and a half times ratio of the Federal statute 
could, without prejudice to the security of guaranteed 
funds,. be..inereased.to.a.fifteen times basis.. This. has 
been the opinion of the eas for some years. 

29. It would also be advantageous if legislation 

in. all the provinces regulating the investment of capita 
and guaranteed funds could be brought into line with 

the most:2ibenal legislation:at present. in force. 

poe _We consider it highly desirable that the law 
Of each province provide for the uniform regulation of 
trust companies with respect to reports, segregation 

and earmarking of trust assets, audit and inspection 

in accordance with the standard established by the most 
Para. 27 =—“See 2.32 

Para. 28 - See. 3.20 / 
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comprehensive existing legislation on this subject and 
the administration thereunder. 
se fl The trust companies are guardians of a sizable 
part of ene savings of the nation and naturally they are 
very denceaned about the safety of those funds. They 
are particularly perturbed at their inability under the 
present formula governing the accumulation of reserves 
against conventional mortgage investments, to increase 
those pasenved at a desirable rate. It is not expected 
that economic conditions will change to make sizable 
losses probable but at the same time the policies of 
financial ‘institutions should lean to the conservative, 
and it is believed that a reserve of 6 per cent would 
be reasonable. This level could not be attained under 
the present regulations for many years, and it is there- 
fore eiei6S p EF Oe of the trust companies that the maximum 
of reserves allowed under Section 85G of the Income. 
Tax Act should be increased from 3 per cent to 6 per 
cent and the rate of accumulation remain at Ey eof 
this. amount per year which would have the effect of 


increasing it.from + of 1 per cent to 4 of 1 per cent 


of the mortgage account per year. 


224 We would like to point out that other organizations 


competing for the savings of the public such as chartere 
banks, life insurance companies, and credit unions 
receive more favourable tax treatment than do the trust 


companies. This enables them to accumulate reserves 


much more easily. On a basis of equity, therefore, it 


seems eminently reasonable that comparable tax treatment 
Para  519-"Ge6 03 £58°t0 83.65 uh 
Para. 32 - See Appendix 2, Part sends 
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Terente, Ontario A.15 
be accorded trust companies. 
Pension Funds 
ah On) the question of pension fund supervision 


our opinion is that so long as the provision of employee 
pension benefits remains a matter for voluntary action, 
regulation of the administration of trusteed pension 
fund activities should involve a requirement for 
reporting to the Department of National Revenue. Reporting 
would necessitate filing a financial statement andian 
actuarial report at regular intervals, not less than 
every three years. Reporting need not include 

Ea eee or measurement of the so-called "solvency 
of plans", since standards of solvency involve great 
variations depending on the funding principle and.the 
actuarial assumptions adopted. Here the professional 
report of an actuary is much more valuable than a. 
solvency test by a statutory formula. In addition the 
Minister might be empowered under certain conditions 

to de-register a plan. 

By + ne re regulations governing registered 
pension Seas under the Canadian Income Tax Act are 
very liberal, but a strong case can be made for ma aye 
of the restriction Limiting any plan's: income: from 
foreign securities to ten per cent of total income. 

As a safety factor pension funds ought to be permitted 
the proadest Wiversification of holdings possible and 


it is questionable whether the present regulation, 


weighted in favour of Canadian securities, allows 


Para. 35 =/See: 2:60' to 2.61 
Para. 34 - See 2.58, 2.59 and 2.62 
Para. 35 - See 2.63 | | 
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diversification involves participation ina proader 


range of industries and in a wider selection of individual 


companies than are presently available in Canada. 
DD. The trust companies also consider it regrett- 
able that the functions of insurance companies and trust 
companies as investment intermediaries in this field 
have not remained specialized and distinct. The 1961 
amendment to the Canadian and British Insurance Companie 
Act has given insurance companies the right to administe 
pension contributions in much the same manner as trustee 
pensiiemifunds. a\Thesimsuraygce element in some of the 
contracts is purely nominal or peripherally related. 
This seems to be a reversal of the successful and custom 
specialization of function which has hitherto marked 

the operation of Canadian investment intermediaries, 

and which the .trust companies would not like to have 


further diluted. 


Trust Companies and the Monetary Control 
System | 


Bo There has been a greater awareness in Canada 
in recent years of the growth and the extension of 
influence of financial organizations other than the 
chartered banks. A point of concern aroused by this 
development seems to be that those institutions peta 
the trust companies are now of such weight and importanc 
as to warrant closer control by the Bank of Canada. 

In Er ee Oden the increased use of monetary policy 

as a method of exerting control over the course ‘dt 


es 


general economic activity has raised the question as to 
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1 whether the effectiveness of monetary policy has been | 


2 vitiated by. the. lack. of.direct.central. bank. control. over 
3 the operations of those institutions. It has been 
suggested.that such, control, be effected, by. the. setting 
up of some system of reserve requirements, such as the 
chartered banks keep with the Bankof Canada. 

Hs ~The Bank of Canada controls the supply of money 


by its power to determine the cash reserves of the 


chartered banks and by its ability to vary interest rates; 


the chartered banks cannot circumvent this system as the 
are required. to hold cash reserves with the central 

bank equal to at least 8 per cent of their total deposits. 
On this deposit with the Bank of Canada hinges the chartered 
banks' ability. to create credit. The trust Lee uN 

of course have no such power of credit creation, though 
the twelve and one-half times multiplier of the banks 


is often confused with the identical multiplier which 


applies between the trust companies! ability to accept 
public deposits and their unimpaired paid-up capital 

and reserves. 

Bax - This latter provision has nothing to do with 
the maintenance of reserves; it is a protective measure 
designed to shield the trust company depositor. That 
the multipliers are identical is only coincidence. In 


any case the essential difference in kind between trust 


companies and banks makes it obvious that if controls 


are required, they must be specifically designed for 


each type of institution. 


| 
49. We would like to stress that far from being | 
| 
Para. 359 - See Appendix 2, Appendix A | 
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Terente, Ontario A,21 
able to extend credit by a twelve and one half times 
multiplier as the chartered banks’ do, the trust companies 
may only invest to the extent they can attract deposits is 
in other Words, “dollar for dollar.--Thetr ‘success in 
attracting deposits and in re-investing those deposits 
at-a profit is controlled by the prevailing structure 
of interest rates, which are regulated by the Bank of 
Canada in the interests of the economy as a whole. 

There is definitely no question of the trust companies 
being -able “to-make their own rules’*in’ tALS matter, 
noresnould there-bey -They*are very much controlled by 
and -sensitive to interest mates’, “which are’ the fulerum 
of their whole operation. 

40, - In any case trust companies! operations in this 


area are relatively small. There is, moreover, no evidence 


that trust companies have contributed to finde $28 
Mssager y or have hampered the @ims of the monetary 
authorivies, “infact such’ evidence“ as “is available 
Suggests the reverse. 

Ape “The Association is of the unanimous opinion 
that further controls or restrictions of any type 
imposed on non-bank financial intermediaries such as 
trust companies would merely be control for control's 


sake and would serve no useful purpose. This is also 


Para, 40 ~ A full discussion of this control issue, to- 
gether with historical data in support of the 
above judgments, is contained in Appendix 
2, particularly pages II - 47 - to - II - 57. 


Para. 41 =" See Appendix 2, pages IIT - 57 to Ii =~ 72 
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in the United Kingdom, and the Commission on Money 

and Credit. in ‘che United Sates. Further evolution of an 
adequate financial system to serve the economy will best 
be achieved by encouraging competition between, and’ ‘ts 
expansion of, the diverse existing organizations. The 
tremendous growth the country has experienced since 

the end of the war could not have been achieved without 
a flexible . and versatile financial sector. 

42. The Association realizes that the policies 

of the Bank of Canada should not be impeded by the 
actions of financial institutions; only disorder 


would result from such a situation. The member companie 


wish to assure the Minister of Finance of their ee 
to co-operate in the execution of monetary policy ae 
propose that: 

(a) the trust companies make available to the 
binister the same information presently furnished to 


the Dominion Bureau of Statistics and such additional | 
regular information as he may require to aid him in the | 
formudacion of .poLicy ; 

(b) | ‘there be regular consultation on matters of © 


common interest between the Minister and representatives 


of the Association. 
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Trust Business in Canada 


A symposium on the functions and 
operations of Canadian trust companies 
submitted as an appendix to the Brief 
of the Trust Companies Association of 


Canada. 
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TRUST BUSINESS IN CANADA 
section I - The hone oe Corporation 
(a) Nature, Powers She Fane ches 
IHL Some thirty trust companies, at more than 200 
offices across Canada, manage over eight billion dollars 


worth of property and investments held-for nearly one 
hundred thousand individual aztaede and pie: accounts. 
They hold 1.4 billion dollars of savings of Canadians 
for investment. They probest the holders of the funded 
debt of Canadian business and industry and record the 
ownership of the share capital of most Canadian public 
companies. What is a trust*company, and how does it 
operate? 

ae ey | AitrustCis-avlegal'reLationship.+ its 
characteristic form finds the legal title and possession 
of property vested in a trustee who is in a position to 


deal with the property as his own, although the beneficia 


ownership belongs to others -- the beneficiaries of the 


truseLlo Thus) SApays .a “sum of idnhé'y ‘toa trustee to be 


Lives ted as the trustee may choose, the income and as 
much “of :the “capitalias required’ to be used ‘to ia ineet 
Bs a retarded ehiid“of A... B is provided for, whatever 
happens -in the fUCUrS woh or to Nis’ financial status’, 
A has no: further right orm interest in the fund nor any 
Control ‘over ‘the trustee's (xt is also provided that 
anything’ remaining at B's death will go to B's children 
oro af hone eo Als other teste ). 

LaatD A trust is obviously a unique relationship and 


Lt demands, of the trustee, a standard of integrity, 


skill and financial responsibility unique in law and in 
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business. practice, There are many maxims of equity 
and rules of law which define these standards. A truste 
may not himself acquire the property of his trust, 
he may earn no personal profit in administering the trus 
other than the aS Sane Gas allowed, he must maintain 
a meticulous account of all his transactions, he must 


justify the prudence of every investment he makes and 


he. is personally responsible for any Geviation from the 


terms of the trust. In particular, he may not mingle 
the trust eee with his own but must keep them 
separate and identified. Note - For the civil law 
province of Quebec, modificationsof the above statements 
are required. 

1.04 Like so many inventions of British law, the 
trust is an instrument of great wocdad. utility... Bub 
its ultimate value is achieved by employment of a 
corporation as trustee. Permanence (trusts may be 
perpetual) specialization in the diverse skills of 
property management, group judgment and financial 
responsibility, as realized in the modern corporation, 
give trusteeship new dimensions which personal trustee- 
ship cannot. achieve. 
O05 It is clear, however, that this enhanced value 
of Peis uec ent sed depend upon the kind of corporation 
which undertakes the trust. Because of. the social 
Wee, Of trusts and for. the protection of the public, 
the State exercises a special jurisdiction over the 
incorporation and supervision of companies which are 
permitted to undertake the performance of trusts. 


1. O06 In Canada, the federal parliament and the 


mer qdeg t8um, Sud we a atte. Ween 9 
wat Lhvbe Bid ao 4: oer! ae Dor toMb Bn 
lptdenagate. svods eet: Losgolisot thom: na anil 


——— sw 
» 


otis wal mebe iw to enotdnovnd cS! 08 wats 
sel oohbien. babeos 


SS 


sd yan sivas’) SorAns! <o4 


ee le ee ge 


b Laiodcantt bae diematit: Quon, Inemegecsm a riegone 
Wit steqieo aebhem ads ab Degtiaer es WiLidtenogeen 
~“sg0eurs Leuoereg datnin .2Hos itoneh weit qtingenen, VLG) 
| adi _.oveides Per ale | 
eulav Boonsane a@isz desis tovewod .ta9le yb are Bee. | 
GOLTSiOg1O9 Io Halt et mnogu haegeb Lotw Eideoor eos, roll my y J 
1Bfoo8, oft to seysood .tevad), ost eelsdrebau. so.bew, a a ‘ 
~ltideg ent to iol lveso7g oly 10% haa to, eulevi f as 


oe 


| 
sit tsvo notsplbeLsyt, istoeda « aakonene imrars beats 
. 
. S18 deliv asttsqmes to nékatvregue dish fosserog0e 


-steu"s 10 sonemotaeq sett. epladge 
oh? bis suenghiusd: beashe? edz s 


i] “ 
‘* 


4 m iy 


_ - ‘ol a , | 


nip, 
6% 


GTI. O 
Ski d OG 
Aethercut & Young 


Terenta, Ontario 
legislatures of most provinces have -enacted legislation 
to regulate trust business pursuant to “the: dual juris- 


diction over the incorporation of companies. It may be 


- 
said generally of all this legislation ™~ that it is 
directed to two essential objectives, viz., “the ‘solvency 
of the corporations (trust companies) which are given 
trustee powers: and the observance of spractices ‘in conform 
Who the daw. of trusts, in. particular one *secrecation 

and ear-marking of trust assets. 

LPO The «typical statutes place restrictions upon 

the investment of the company's capital. In most cases 
the investments authorized are broadly similar to those 
authorized for life insurance companies. Tney specifically 
require the segregation and ear- marking Of) Crust aSSeUs if 
and provide for regular reports, an independent audit and 
examination by government officers to ensure compliance 
Withethiae vital. trustee practice. “ntus* there is not 

only special: protection for assets held in trust but 
there is assurance of capital 23ssets to guarantee 
responsible trusteeship. 


105" Tis matter of financial responsibility is the 


directed. An additional assurance is the prohibition, 
also common to most of Be legislation, against public 
borrowing by the sale of debt obligations of the trust 


company. 
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xX 
A list of the statutes and a note on exceptions to 
this generalization are contained in the Schedule 


central issue to which the interest of the State is 
which TOLLOWS. 
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SCHEDULE TO 1.06 


ALBERTA 
BRITISH COLUMBIA 
MANITOBA 


NEW BRUNSWICK 


NEWFOUNDLAND 


NOVA SCOTIA 
ONTARIO 


PRINCE EDWARD ISLAND 


QUEBEC 


SASKATCHEWAN 


CANADA 


The Trust Companies Act, 1960 


Statutes of Alberta, 1960, Chap.11 


Trust Companies Act 
ReguB.Gi429GOreChapy.. 389 


The Companies Act, Part XIII 
B.S.M. 1954, Chap. 43 


Trust Companies Act 
ReSeNebseotO5e, eChapereds 
(No restriction on the 
-investment of company 
funds) 


No Act 


Trust Companies Act 
R SSEN 84952054 ,2¢hap.7 590 


The Loan and Trust Corporations Ac 


Roo.0. 2900,. Chap. cee 
No Act 


Trust Companies Act 

RAS¢.Q.c49415 

Chap. 284 
(No restriction on the 
investment of company 
funds) 


The Trust Companies Act 
FESS gel oS oy renad. be> 


Trust Companies Act 
Re 64 Cnn 95e4 Chapse one 
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1,09  ° Very significant is the fact that the powers 


granted to trust companies are confined to fiduciary 

and related business. Since the dangers of engaging 
in risk enterprise are thus eliminated, the company's 
capital is available to meet claims which might arise 
out or the performance Ch"Ies INaevidual* crusts “and 

the liability undertaken respecting Pion. AB funds. 
Thais*prineiple under which fiduciary ‘powers are granted 
only to corporations created sepady for that purpose 

was wisely established and should be preserved. 

ESEO Maintenance of the rigorous standards required 
in the unique trust relationship owe much to 
Specialization in the corporation's fiduciary functions. 
As explained in (c) om page A.34, the institutional 
organization is A eso a to ensuring ‘practices ae eee te 
vo Piduciary ‘duties’ and responsibilities. “Staff trainin 
isan ep OIsvetrt factor emphasized by all the’ companies 
and supported py this Association, But not to be 

ii Soa a is a tradition, established over many years 
and many lives in each company and in the industry, 
‘which makes certain demands of the individual whose 
career is in trust business. It results in a morale 
which is‘ very marked- in’ the industry -- a special attitude 
toward one's duty and a special pride in that attitude. 
It is a tradition which is shared in by the Boards 

of the companies. 

LLL The functions of the trustee corporation are 
described in the following three sections (2,3 and 4) 

of the Brief. It is necessary to explain the manner 


in which the functions are classified, viz., Individual, 
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Collective and Corporate trusteeship. 


siete tindividual Trusteeships..must be administered 


in all respects as units. In each trust the trust 


property is conveyed, the beneficiaries are designated 
and the powers and duties of the trustee are prescribed 
under akceiaas trust document by the creator of the 
trust. The necessity for administration as units require 
administrative methods and techniques which. are not 
required in collective trusteeship and the property 

of each individual trust is kept segregated and 
identified. The most familiar form of these is the 
testamentary trust created by will and taking effect 

on death. 

hye Included under the heading of individual 
trusteeships are pension trusts. Considered in the 
economic setting, the trustee's function is related TO 
that described under collective trusteeship. Private 
pension funds are another of the financial institutions 
described as investment intermediaries. But the pension 
trustee function is an Individual. trust, asidetined, above 
and is created as a unit trust by the employer. It has 
seemed preferable to classify functions in relation 

to administrative considerations. 

shen sles Agencies conducted for individual persons are 
also included here and are administered as individual 
units. ‘Although not trusts at all, the business arises 
through the availability of the same organization of 
skills and reliance upon the same responsibility which 
makes the trust company an ideal trustee. 


1.14 A Collective Trusteeship is created when cote 
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of the public pay money to the trust company to be held 
on definite terms but mingled together and administered 
asia ee trustrewlisdiseneeessary, of course, to 
keep an account of thks interest of each contributor- 
beneficiaryain! thei trustufundjnice .mthes current: balance 
fosal deposits account, orcancertif icateoofr themamount 
received upon whatever terms. It-is in this role that 
the trust companies mobilize ang invest a portion of the 
nation's savings. 
doch Corporate Trusteeships are so called by reason 
oftheir relation tb corporationi finances. | \Theyvare 
trusts for the holders of corporation obligations. With 
them are grouped corporate agencies because both these 
functions arise in the operation of the new issue market 
In both bases, the function of the trust company provide 
greater security for the individual ect sek 
bok6 It has been convenient to distinguish the 
functionsadofithertrust companyibut iteis ets more 
ghenithoantate cabixapvention’ to thein essentiah univy. 
All of them (except the related agencies) involve the 
trust a aasecuchwe with the standards for performance 
which have been explained. They are all, including 
the agencies, related to savings. The individual 
trusts commonly represent a life-time's savings in 
many forms -- stocks and bonds, real estate, mortgages, 
life insurance. The trust company's function is to 
preserve this capital, utilize it productively and 
eventually distribute it as directed. The collective 
trusts involve the function of attracting current 
| 
| 


saving as well as their management. The protective 
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functions performed in the corporate trusteeships relate 


to savings mobilized by another investment intermediary 


institution, the new issue market. 

I eleps There is a third factor common to individual 
trusts and. collective trusts which makes those two 
functions essentially compatible. Property management, 
for the trustee of individual trusts, has increasingly 
become investment management. In supplying the manage- 
ment-skills which the public requires of them, the trust 
companies have placed increased emphasis on investment 
skills. They have built up highly specialized organ- 
izations for investment regearch and administration and 
are therefore ideally equipped to function as investment 
intermediaries through their collective trusts. 

AES This is not to minimize the importance of the 
skills in real estate and mortgage management. This 
other area: in which the trust companies specialize | 
is of vital importance in finding, making, and ee 
ering mortgage investments. This skill also serves both 
individual and collective Cmntis and is frequently 

used in corporate trusteeships. This also emphasizes 

the essential unity of trust company functions. 

(pb) The Trustee Company in Other States 

Lek | Lt will be of interest to compare the nature 
and functions of the Canadian trust company with 
institutions in other countries which exercise trustee 
ponend:: We are concerned only with countries whose lega 
systems are based or partly SO on English common law 
because, with some qualifications, only in such systems 


is the trust known and recognized. (See "Trust Business 
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| ‘as: Nethercwt & Young yas 
1 in Common Law Countries", Stephenson, 1940, American 
Z Bankers Association, for a detailed examination of 
3 this subject). | 
“ ee In the United Kingdom trustee powers are 
5 exercised by insurance companies, joint-stock banks, 
6 and by the office of the Public Trustee. The trust 
7 service provided by all of them is as wide as that of th 
8 Canadian trust company including executorship and all 
9 forms-sol individualhctrustsi cand “agencies: inciudiing: pensio 
10 fund trusteeship and corporate trusts and agencies. 


11 Except for the Public Trustee (who holds an important 


12 place in the field), trustee powers are exercised by 
13 institutions which perform other financial roles. This 
14 has been: true from the beginning and was apparently 


due to (a) less emphasis on the value of corporate 
trusteeship and (b) the important role in trust business 
assumed by the Public Trustee. ; 
eed New Zealand pioneered trust business. There, 

as in Canada, trust business ‘s carried on by corporations 
which exercise it as their sole function. There are a 

few historic exceptions - companies in the insurance 
field. . Banks are not engaged in trust business. The 
Public Trust Office has an important place in the field. 
1a22 The Australian scene is similar. The "trustee" 


company (the title is more appropriate than ours) is 


the only institution which is granted trust powers 
except. the public institutions of ean Trustees! in 
each of the states. 

Lie - In South Africa, commercial banks exercise 


trust powers as weld: as trust companies which confine 
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Terente, Ontario 
their activities to trust business. In India trust 
business is closely tied to banking, with commercial 
banks exercising trustee powers directly or through 


trust company subsidiaries. 


1.24 In the United States trust powers were originally 


granted to corporations created solely for that purpose 
on-to insurance institutions. All the states recognized 
the need for and created corporations to administer 
trusts. Some granted various inSurance powers as 
complementary and practically all granted the additional 
power to receive deposits of money in trust. Neverthe- 
less the trust company wag considered a completely 
different pee ogee from a "bank of discount and 
deposit" which was also a Aa ee all the state 
Pear anes 

Hues -The situation to-day in the United States is 
that most commercial banks have trust departments and 
siuse and banking powers are exercised by a single 
institution. The ‘development of financial institutions 
there differed completely from the development in Canada 
with its national branch system. 

426 While institutions with combined banking and 
fiduciary cunctions operate effectively in the U.S.A. 
and the United Kingdom, we nevertheless hold strongly 

to the view expressed in 1,09 that specialization of 


institutions in each of these fields, as found in the 


Canadian system, is sound. 


(c) Organization and Procedures . 


Ley There is nothing in the organic constitution 


of trust companies which differs from normal corporate 
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2 a Board«of ‘Directors are noteworthy, although no pattern 
3 common to all companies can be described. 

4 (a) Because of the predominant importance of the trust 
5 company's “investment function its Board of Directors 


6 exercises a wider and more detailed surveillance of 


~J 


these operations that is common in the scope of activiti 


ie.) 


of directors “of ‘other ‘corporations. “The Board ora’ commi 


Ke) 


appointed by the Board reviews all investment transaction 
10 in all. individual and the collective trusteeships. This 


11 duty tends to determine the qualities sought in electing 


12 directors’. © 

13 (b) All companies make use of their Board members in 
14 setting up special committees to exercise important 

15 discretions especially in relation to bond issue 

16 trusteeships and receiverships or in individual trusts 
17 of special magnitude and importance, 

18 (c) Some companies have an executive committee of the 


Nethercut & Young A.35 
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1! structure. A few variations in the usual functions of 


i9 Board which meets regularly and more frequently than 

20 the Board. It may perform the functions avo rissa in 
21). (a) and ‘(b) above and may also make decisions respecting 
22 capital and guaranteed investment which, in other 

23 companies, would be made by the officers! investment 

24 committee. 

25 (ad) Because of the degree of autonomy accorded under 


26 the branch. system described in 1.42 the companies normally 


27 appoint an "advisory board" in cities where branch office's 
28|| are located. Usually such boards have no constitutional 
29 authority but advise the manager on local matters and 


30 public relations and are used as a special committee 
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for the purposes mentioned in (pb) above regarding trusts 
2) performed at the branch, 
«| prac Whatever duties may be performed by the Board, 
4| it is clear that it may delegate powers in the usual 


6 generally considered that officers so authorized have 
7 Cacacityato discharge all the corporation's powers and 
8 duties. Management skills alone are not adequate for 
9 the executive officers of trust companies. They are 


5 way to the executive officers of the company. It is 


invariably qualified by trust business experience to 
contribute directly to trust operations through consultation 
or participation in committees and other group decisions. 
1.29 “th primary feature of organization is provision 

for the exercise of group judgment. This technique 

controls departmental and inter-departmental procedures, 

ana is marked by the use of standing and special 

committees. | 


aes) 8) Internal organization is shaped to the special 


Eee and functions of the corporation trustee. The 
essential feature here Ls specialization and departments 
are created to achieve the highest efficiency in each 
area of activity. Apart from the investment department, 
traated separately in the paragraphs a 
characteristic organization in the larger companies also 
provides departments to deal with: 

Trust Administration (Individual trusts) 

Savings (Receipt of guaranteed funds) 

Corporate Trust 


Stock Transfer (including Registrar and other corporate 
agencies) 
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Trust Accounting 

Securities and Vault 

rersonne. 

Business Development 

Real Estate and Property Management 
Mortgages 

Income Tax 

Death Duties 

Insurance 

Pension Trust 

Capital and Guaranteed Accounting 
(d) Investment Procedures _ 

de eoids The investment department must be organized 
to deal efficiently with: 


individual trusts and agencies (estates, trusts 
and agencies) 


guaranteed funds 
capital funds 
including such we See individual and collective anes 
as: | 
ot Pension trusts | 
coping: pension funds 
pooled funds for registered retirement plans 
- common trust funds 
investment iNPrcbeu @arVate RL type) 


The organization is usually based on operational consider} 


avLons, 


Typical groups or divisions would be: 


research - compiling economic and other statistics 
and information on industries and corpo- 
rations 
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bond analysis ) - responsible for specific 

) recommendations in each area 

) 
stock analysis) 
trading Ue plLacsne OL, buy and sell orders 
individual trusts - responsible for portfolio 

management 

funds - responsible for portfolio manage 


ment of.pension and other funds 


private companies - management of estate owned 
corporations 
mortgage - to pass on loan applications 


officers with senior appraisal 
experience in the real estate 
and mortgage departments are 
added to form the Mortgage 
Committee = 


% 


"wholesale'savings - receipt on special terms and 
investment of short term funds, 


The ~actual buying and selling of securities, when approve 
may pe" carried’out by either the bond and stock trading 
section or the securities department, depending on the 
particular company's organization. The company 

treasurer or some executive experienced in finance 
normally will head the investnuent department. 

1.52 Tavestnentnelaings OF abl” accounts, are reviewed 
by an investmént committee of senior officers. Typical 
procedure would be a weekly meeting. The investment 
department groups in charge of portfolios are responsible 
for regular review at adequate intervals. The es 
also considers matters of investment policy and reviews . 
industries or specific companies at the instance of the 
investment department. Urgent matters san be dealt with 


between meetings by a group of members (three to five 


is common) designated by the committee. 


1.33 We have been asked whether directors ‘of trust 
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companies influence investment to benefit other companie 
in which they are interested. Certainly the Boards of 
most trust companies are largely composed of men having 
other corporate interests with which their personal 
interest may be involved. It is here that the trustee 
tradition mentioned in 1.10 has an important influence. 
wire COnCeDUL OL CONTLICU OL interest Ls a MoOuvitiS 
precept, thoroughly understood and meticulously observed 
But “in any” event the ele ke outlined above which 
place initiative within an operating department militate 
against the exercise of outside personal influence. 

it’ should be added that ‘am ‘investment decision 
based upon the’ interest of a trust’ would not’ be dis- 
qualified because of the relationship of eta he de TO 
the transaction. 
(e) Control Procedur?s 
“bla - Trust Companies are required by law to have 
their accounts audited by independent public accountants 


Under the’ Canadian and Ontaric’ Acts specific requirement 


\ 


are ade: Sondernine the auditor's report to the 
shareholders and in addition the auditor must report 
upon the annual financial return required to be filed 
with ther administering department of government. Both 
statutes provide LoL inspection of companies and 
BLED RAS examination of their affairs at least 
annually. 

2 tas All companies maintain a continuous internal 
audit as a control on operations and as an aid to the 
ee eer ae Steed who approves the internal audit 


rogram. The standard measure for safeguarding the 
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handling of securities and for all payments are observed 
through the techniques of dual custody, dual control, 
and other divisions of authority. 

(f) Branch Organization 

aoe | Trust Companies are anxious to provide fully 
integrated trust services to every community in Canada 
through the establishment of new offices provided there 
can be forecast, with reasonable soundness, the eventual 
development of sufficient business to cover operating 
expenses and assure a reasonable profit after the office 
are well established. Trust Companies are very consciou 
of the fact that increasingly more Canadians are using 
and requiring their services, and this in itself leads 
to the establishment of new offices wherever it is 
practicalstovdotso. a@iheysare constantly alert to the 
needs of the general public and to develop new services 
to meet those needs as they become vident. That they 
are alert and responsive to the needs of the public 

has been proved by the develonment of new services, 
improved methods and also by the extension of offices 

to serve the country. The trend in branch establishment 
is shown by the following table: 
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Number of offices in which 99 %*1LO9 G40 142 Wee 
a fully -integrated trust 

business was carried on in 

the years - 


Number of other offices - 144 eG 20 20 4h 


DOVAY LES Le LS d 165 eaT 
The second category relates to the "savings office" deal 
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1 LIDE New fully integrated branch offices are 
z established as a result of many factors which include 


3 the following: 
4 (a) - A volume of business is frequently built 
> ne in a particular area through the use of 
the mails. This Ne particularly to 
> public sa tee and mortgage loaning. 

-(b) - Business development personnel working 
in an area may find and develop considerable 
business of a fiduciary nature, i.e. estates, 
trusts and agencies. 


(c) - Invitations to open a branch office are 


¢ 


nerencen wil increasing frequency from local 
citizens who feel the lack of adequate trust 
service of all kinds. Often it is the legal 
profession which takes the lead in requesting 

- and encouraging the establishment of a trust 

> company local branch office. 
he If these and other factors indicate that the | 
opening of a branch office may be desirable the situatio 
would be examined By cont 

| (a) - Appraisal by directors and senior 

officers through visits to the area and on the 

~ spot discussions with responsible people who 

> are in a position to assess the possibilities 
from the local viewpoint. 
(bo) - The availability of sufficiently traine 
senior personnel to provide a degree of 
experienced and highly competent service that 


would be requied. It is estimated that a staff 


ran 
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- of at least nine to twelve persons is desirable 

to man a new fully integrated trust company 
office and of these at least four would reqiire 
‘to be of a senior level of trust company 

~ experience. Admittedly more modest establishments 

have not been uncommon. 

(c) - The availability of sufficient funds 
in the budget allocated to branch office 
development. 
(ad) - A study of general locations to 
astetinine population density, average personal 


income range and, as far as possible, the 


~ 


potential personal income range. 
~(e) - A study of general locations which 
would include traffic counts, availability of 


parking facilities, traffic factors and the 


direction in which future development of a 
business area seems to be moving. 
Unie, . Once the site of a new branch office has been 
selected, it is then the responsibility of the trust 
company's office ‘premises department to supervise the 
planning and construction. Space requirements of a new 
fully integrated branch office would generally be of the 
order of 2,000 square feet as a minimum, being approximately 
200 square feet per employee, having in mind the number 
of employees neherkea to earlier. As the branch 
develops, the provision of square feet per person can 
be reduced to approximately 125 square feet. In planning, 
it has been found wise to provide additional space beyon 


the minimum requirements which can be available on short 
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notice and, in the meantime, leased to sub-tenants. 

New branch office space will be required to be properly 
air-conditioned, attractively partitioned and decorated 
and, of course, heated. The rental cost, without 
furnishings and equipment of this kind of Heth Nee 
including adequate maintenance service, would probably 
range from $7.00 to $10.00 per square foot per annum. 
1.40 In establishing a new branch office there 

are, of course, three main items of expense to be 
considered -- salaries, rent and advertising -- and, 

in addition, such other expenses as stationery, business 
tax, unemployment insurance, repairs, insurance, postage, 
telephone, charitable donations, auditor's and solicitors! 
eee as well as many sundry other expense items. 

estimate Ls set out below of the approximate range of 
operating costs for the first five years in establishing 
an office providing all trust services. 


‘ (Figures express thousands of dollars) 
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It is generally estimated that it will take at least 


five years to reach the break-even point,wibh aptully 
integrated office, but this estimate is on an over-all 
basis and not the break-down point for each department. 
1.41 Each area in which a new office is established 
requires an individual program for the development 

of business in which emphasis would be placed on the 


particular phases of trust company services which appear 
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to be most in demand. While the objective is for the | 
branch Sains to begin to show profit by at least the 
end of the first five years of operation, it is almost 
impossible to estimate the time that will be required 
for some departments (for example, the personal trust 
department) to reach the break-even point. Innpoins 
of.fact, there will undoubtedly be some departments 
which will be carried at a loss for a very long time 
in the effort to provide full trust services. As a geneyal 
rule, economy would dictate the development, as quickly 
as possible, of the receipt of guaranteed funds and its 
investment in mortgages. This emphasis may make it 
possible to cover the losses of other departments which 
take considerably longer to reach the break-even point. 
1.42 It is inherent in the nature of individual 
a a te business that a éansiderabiles Ware. of 
autonomy must be granted to branch management. | 
exercise of discretions is daily routine and the aon 
cannot be operated from head -ffice. This fact and wone 
variety of services and skills required in trust business 
puts the branch operations of trust business in a quite 
different sphere from branch banking. This is well 
illustrated in the State of California where branch 
panking is permitted and where banks exercise trust 
functions. In this state, with a population approximately 
equal to Canada's, the Bank of America in 1960 had 658 
branches but trust business was conducted at only 27. 
io 5 Until comparatively recently, it was the 
practice of the companies to maintain one office in the 


central downtown area of each city in which they did 
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business. In the early 1950's most cities experienced 

a movement of population to the suburbs and fringe areas. 
With this movement grew a demand for a full range of 
shopping and services to be provided within easy access 
to large residential concentrations. The demand became 
more urgent as the problem of transportation and parking 
worsened in the downtown area. 


1.44 Shopping centres in the suburban areas seemed 


to be the answer, for these centres not only provided 
the range of shops and services which the public demande 
but they also offered adequate free parking facilities. 
Such centres brought about changes in shopping habits 


and as they became increasingly popular, stores were 


opened Thursday and Friday nights as well as all day 
Saturday. The later 50's saw trust companies opening 
offices in shopping centres and the chartered banks 


were also establishing branches in these locations. 


145 | Depositors with trust companies have pee janaae 
enjoyed a higher interest rate and longer business hours | 
than were available at other financial institutions. 

It was logical to establish office hours which coincided | 
with shopping habits. The trust companies in the suburban 
districts therefore remain open two nights a week as wel 


as all day Saturday. The growth of deposits in the suburban 


offices clearly indicates that the trust companies are | 


meeting a public need. ‘This new kind of branch, while 
primarily directed to Sealed Cee savings, is used also 
Lor ft Lae ing mortgage investments, conducting a real 
estate service, ana as a feeder of fiduciary business. 


It is customary to arrange appointments at the branch fo 
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1 clients who wish to discuss wills and estate matters 

2 with qualified officers of the company. It will be 

3 obvious that branch expansion of this kind will involve 

4 substantially different cost and profit factors from 

5 those discussed above. / 

6 (g) Personnel Policy and dendande 

7 1.46 Total staffs of Canadian trust companies number 

8 in the region of 7,000 people,about evenly divided betwe¢n 
9 men and women, with aggregate annual salaries of about 
10 S50 million’. 
11 Executive positions and those calling for training 
12 and experience in specialized fields, such astrust 
13 administration, investment research and management, 
14 pension trust ‘development and real estate paverties 
15 are usually filled by men. Women are employed extensively 
16 LOL clerical work, records, machine operations, stenotraphy 
17 and filing. Female staff turnover is rather Le. | 
18 : Trust company staffs, particularly male euald ¥ | 
19 traditionally have included a relatively high wha | 
20 with Yongsseryieé of 125 to 50 years. Turnover of men 
21 is relatively low after the first two to three years of 
22 service during which a proportion of the younger men 
23 leave, including a number who wish to take advanced 
24 education. 
25 ay “Male staff for trust companies is generally 
26 recruited from three main areas: 
27 High School graduates (junior matriculation 
st standard generally required) 

| University graduates (principally Law, Commerce 
29 or Arts with emphasis on Economics.) | 
30 Applicants with a few years of business 


experience (not necessarily in the 
trust company field.) 
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Certain companies tend more than others to 
employ qualified lawyers for trust administration and 
executive posts and almost all companies have some law 
graduates. Increasingly, there are openings for public 
accountants. The cule Dive Wed is in future leadership 
potential, regardless of standards of formal education, 
and it is primary policy to encourage the development 
St Gear. OL icons Caliore. 

1.48 To attract suitable applicants, personnel 
officers maintain contacts with placement and vocational 
guidance officers at universities and high schools and 
visit een for campus interviews. Use is also 
made of the National Employment Service, executive and 
professional placement services, newspaper advertising 
and office employment bureaus. Because of the special- 
ized nature of the work which requires extensive interna 
training. and experience, men are generally taken on 
under the age of thirty-five, but in some companies, 
older men are employed for less technical posts which 
do not impede channels for training and promoting 
younger men. 

Trust company administrative work, being quasi- 
professional in many aspects and highly persoral in dealing 
with olients' confidential affairs, requires not only 
the highest character aes above average qualities of 
ability and temperament. In selecting male staff, 
standards are therefore high, selection being based 
on educational qualifications, initiative, energy, 
characteristics for good relations with clients and 


fellow employees and potential for advancement. 
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1.49 The training of trust company personnel is 

largely “on the job". However, this is often augmented 

by orientation courses and regular classes and discussio 
groups within companies. Many companies conduct continuing 
Classes as: part of a training program in the field of 
personal trust and estate administration and some 

companies have operational training groups’ to» provide 
individual and collective training for new men entering 
thesesafiields. 

Trust companies make available to their employees 
enrolment in a comprehensive four subject correspondenc 
course conducted by Queen's. University under the auspice 
of the Trust Companies Association of Canada. It normally 
requires four years for completion. In addition, many 
companies encourage staff to take outside courses on 
technical subjects related to their employment. Such 
specialized courses might include sSabhes Cave management 
and appraisal, investment analysis and machine accountin 
Many companies pay formpame tom. 2a L of these extramural 
training courses, andiithis'tpo Licy 'is-2"applied*in’ some 
cases to night: courses for twice nOReY degrees. 

1.50 Historically, the policy of trust companies 

on ~romotion has very definitely been “promotion from 
within and cthis\ still applies forthe most’ part. Sentio 
executives, with few exceptions, have risen through 

the ranks and have had many years of experience in their 
companies. On occasion, Eruntarvoupalines do reach outsid 
their organizations to fill senior positions but this 

is nearly always in technical or professional areas. 


The continuous and more rapid growth in trust 


tle a 
rae 


le! 


bic cuiarte hi 
eat 


J ae 


seed ay wens Gay 
Bitredne aE ARLER 


; a Nae, ee | a i f G a 
Ldiobwod meio aekeie ‘suet ‘nde 5 oe ‘oe cio I 


4 Wh 


| Ween a i a) . ina a 
ahanen aid rede yaitessvs toil a ineoe@ ve bavoubnoo 


“ilewton I erie ies te soaneoees eetasgnod dain? pee 
Sane Huttbabe al oz peqage' 90% evaoy “quot ‘eh a 
a epened eblesue eed Oo» Yiede sab tuioone baknagunl 
dext .dreyoloie ghent od beselen atostdva —_a 
|. 3 tom apBsEM stades Lesw sheLonn Seg ies heeauoo ‘bestistoega 
Bedshives oF softiosm bee ateylecs gremiaevat  teetiiqga ‘baa 
| uikecmndigice Bees TC ‘the «so tage) tort yay betel alt 


) enoa hi belloge al ywotiog end ‘Dts veseros garland 


| Restaoh yhhertevics Yo? deatwoo dein og weuso of 4 
r daiinadniod taund to yothoy odd vidseteodarn 65a 
L. 


nos noktesoiwg” eres vhestae ies yNev eed foktomony ao 
WOokLieS ,dtpe Seon and coed abatods ‘Presta’ aie ‘pos’ Mop bw : 
| reverts neats evad .enottqenxs wet tw esvidunexe 
shetit of eonedusgxe to Bro" yrsn bad overt boa! artnet att 


Bbtadvo dose1 ob setnagmos i bi _seeteagede 


Nethercut & Young A. 49 


(s . 
- Torente, Ontario 


companies in recent years has provided opportunities 

for relatively rapid promotion for mmwith ability and 
willingness to work. However, a candidate for advance- 
ment must generally have gained a sound basic knowledge 
of some phase of trust company work through several 

years of experience in the company. Asrineothersareas 

of business, engagement of staff was virtually ata 
standstill during the depression and war years so that 
natural attrition as well as expansion are providing 
increasing promotional openings for younger men. indeed 
expansion in recent years has created very serious 
problems in some areas, particularly management. 

(n) Evolution of Canadian Trust Business 

Cis The schedule which follows gives an indication 
of the relative size of all trust companies registered 
and conducting business in Ontario during 1960 as 
ascertained from the "1961 Report of the Registrar of 
Loan and Trust boler avicds for the Province of Ontario". 
ALL figures are for the calencar year HOGOR.) IU will: be 
nated enet one-half of these companies have been operatin 
since. the turn of the century. Apart from the historicas 
features discussed in 3.01 there has been a long Pere 
tendency in all sectors of Canadian industry ‘hor businesses 
which were originally local in character to achieve 
national stature. It was natural that this process shoul 
involve mergers and acquisition of localized 

institutions by expanding organizations. It was natural 
too- that trust business should emulate the chartered 
banks in developing the branch system on a sound method 


of makingtrust services available across the nation. 
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Terinto, Ontario ad aa 
Th is not to say that the branch system is required 
in our industry. Indeed, for the reasons discussed 
in 1.42, it presents difficulties. These find their 
root in the nature of the business which will always 
ensure a place for purely local institutions. 
ee Oe Following are some mergers of recent years 


effected by the acquisitions listed below. 


Montreal Trust 


- 1955, The Brockville Trust and Savings Company 


- 1957, Prince Edward Island Trust Company 


sol961,°Acadta Trust Company of “Truro, N.S. 


The Royal Trust Company 


- 1956, Bae lays trast Company of Canada 
- 1959, Okanagan Trust Company 

Trust General du Canada 

- 1957, Sherbrooke Trust Company 
Reet Trust Company of Canada 

Ss 1958, The Equitable Trust Company 

= 1958, The Western Trust Company 

- 1960, Prudential Trust Company 


The Canada Trust Company 
- 1961, British Canadian Trust Company 


In December 1961, a merger was effected between 


The Toronto General Trusts Corporation and the Canada 
Permanent Trust Company to create the Canada Permanent 


Toronto General Trust Company. | 

nes Dealing Gist with the matter of mergers, we 
recognize that the history of trust business in Canada 
is marked by amalgamation and Aeneba dation and it is 


thought to have brought a stronger, better integrated 
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Toronto, Ontario 
industry, providing over-all a better service to the 


economy and operating aggressively in an atmosphere 
of active and healthy competition. It is reasonable 
to suppose that the public interest might benefit from 
further ene eamation in the industry which would have 
their justification in the same considerations which have 
been responsible for this trend in Oye once Provision 
is made by existing legislation for the protection of 
the public interest. 
1.54 ~° Dealing next with the matter of ownership of 
trust company shares by chartered banks, a preliminary 
observation is relevant. There is nothing new in an 
association of interests svt en trust companies and 
chartered banks: such relationships, ranging from very 
close association to casual and occasional working 
arrangements, have existed for many years. In the firat | 
place, the trust company is a bank client. The bank 
accounts of every trust company for its estates, trusts 
3 Pree cence. company and guaranteed funds and corporate 
trusts are very 4mportant accounts for any bank. if the 
trust company accepts deposits subject to the "ohequing" 
privilege, an arrangement mee be made with a chartered 
bank to clear cheques drawn on the trust company through 
the clearing facilities operated by the chartered banks. 
Beyond this, however, the two institutions offer 
financial services which are in many ways complementary 
and ee ncginds 4¢ convenient to refer its clients to the 
other for services which it does not itself perform. 
Such workings relationships exist and have existed 


for many years between most banks and one or more trust 


i 
’ 
? 
\ 
| 
' 
{ 


{ 
{ 


: 
i 
ae 
} 


| 
) 


| 
| 
| 
| 
| 
hat 


NB it esi B ilesidh ait: errant segvesen at Re eee a ig 


Me rt 
a > beni i. 


bite ee tneqnoe Parad ial adacnpdt ‘to Ber 
NUtey mort pakans's: sAatdaedtoiey «tous, teolasd poredaads “a 
iy: aN eae 
antatow Latoteasooo bw Lavano od notdatooess oe 


fagl2 OAs OL. eaBey ween at salad obi over cesnsmagiaea | o 
senait eat . shears asd 8 ek yaiaawoe tas “— seostq q | i | 
JRue sedstae fe 10% (aeqnan: Sewn Yreve 20 ssnwooos, 
ersrogiao DAS abe? beetasieug bis vaagmos eetonegs bis te 


ft) 


oad 40. (sinat wn ed ddtwocos dnadvodms yer one aaadad 
*Sntepeds” odd. ot Joshdse avisoqed utqeoos weeqmen gaunt 
bevetreno 6 » eee gba od aay snemegnstts 18 edeLiveag : 
Agvoints yasquoeo saute ‘edt mo: aweeb soupedo apelo. ot wat 
cdoed Dewevredo ond yd heysreqe aetiti tos? babar to ong. 
atto enots Pe ee ows onde Tevowol Pasig broved | 
Yiadaseiqncs syaw vasa at gra fotedw neotvnse ays 
Sit, oF athehio eth ss%em oF tnesoavries os abot Hogs bts 
—Maotneo Tlestt gon 2908 $2. dots eeonvase 10% sso, | ae ‘ 
betetxe evsd bae vedi sanction ie 


v4 +: By ide 
ce 5 ia op Hy 
7) ns el | 

A _ v } 


)” au 


taund snom 10 emo ide. ese Seon ni 


Nethercut & Young A ° 53 


Terente, Ontario 


companies. This kind of relationships described are boun 
to be closer where either institution has a financial 
interest in the other. 
goo There seems to be no valid reason why the public 
interest should be adversely affected where the ownership 
of trust company shares can be considered to be merely 
an investment by a chartered Bare It should have no 
greater significance than the kind of existing relation- 
ships described above. It may result in benefit to the 
trust company concerned as against others having looser 
bank associations. But whatever the result for other 
trust companies, there is no necessary connotation of 
disadvantage for the public. 

We regard competition between the various types 
of intermediaries as important in the public interest. 
It is an element in achieving the maximum value of their 
roles in the capital market. It does not appear that 
ownership need affect or is likely to affect this feature 
in view.of the number of insticutions which maintain | 
“Liceuss Sones PSE im each” area. Certainly there is v0 
evidence that the direct competition between banks and 
trust companies for savings has been lessened by any of 
the associations which exist. 
TS56 Somewhat related is the investment by finance 
companies in trust companies. An investment interest 
of the kind described can evolve naturally out of 
business relationships and it is difficult to see how it 
could have an adverse effect on the operation of the 
financial system. 


eal é The rapid growth of financial institutions in 
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general over the decade from 1951 to 1960 in terms of 
tetal assets (assets under administration in the case of 
trust companies) is summarized below. The percentages 
shown reflect the compounded annual growth of the various 
segments (listed in order of size) and are based on the 


figures in the schedule which follows. 


. 1960/1951... 1955/1951 .. 1960/1956. | 


Chartered Banks 6.6% fe vw he OSes” 6.0% 
Life Insurance 
Companies G25 6.4 OO 
Trust Companies 8.4 Gre 10.9 
Instalment and Other 4 
Finance Companies 15.4 21.9 ae 
Mortgage Companies 8.5 8.4 9.8 
Fire and Casualty 
Companies aS 1.6 8.6 
Weighted Average T 4% T .6% T .2% 


*Tt is: interesting to note that the wees annua 
growth of the trust industry between 1951 and 1955 was 
the slowest of all Mave Rerous suveyed - 6.2 per cent 
vi 7.6 per cent for the group. However, in the extremely 
more competitive conditions of the 1956-1960 period, the 
trust companies surpassed the group as a whole with an 
average ‘annual increase of 10.9% (7.2 per cent for all 
institutions). On balance over ae decade, the trust 
companies! total assets rose slightly more rapidly 
than the group at 8.4 per cent v. 7.4 per cent. 

1.58 = While the trust %industry had had a rapid rate 

of growth (as measured by total assets under administra- 
tiony, Bote or less in the line with other financial 
institutions, it should be noted that the trust companies 
profits are smaller than either that of the chartered 


banks or finance companies, not only in dollar figures 


but, more importantly, in rate of return on shareholders' 
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1 funds. The schedule which follows indicates that 

f between. 1956 and 1960, the trust companies had an average 
3 return on shareholders! equity of only 7.95 per cent 

4 hehe} with 8.48 per cent for the banks and 12.75 

5 per cent for the finance companies. In actual fact, 


6 the finance companies! return averaged 12.19 per cent 


7 if the intangible assets are deducted from shareholders' 

8 funds, EERO | 4s conservative accounting. The loan 

9 companies had the lowest return on equity during the 

10 period surveyed at 7.46 per cent. yes 
11 vee The nature and extent of trust company senvites 

19 in Canada over the years has been conducive to strong 


13 competition. In seeking to take advantage of opportunitie 
14 afforded by the increasing demand for their services 
15 in a growing economy, trust companies have pursued 
aggressive business development and expansion programs. 
Although the companies that conduct a general trust 
business are fewer in number than they were ten years 
ago, the number of offices has increased as shown in 
1:.356.. Fifty-two offices have been opened in the past 
five years, many of which are located in shopping centre 


and in the newer residential and business sections. 


are often in competition with nearby branches of other 
trust companies and compete with downtown offices in 

a number of centres. 

1.60 As gatherers of savings, one of the strongest 
areas of competition petween trust companies is the 
attraction of deposits and other guaranteed funds. 


Here competitive factors extend to offering convenient 


locations and longer hours of business. But the oly 
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basis of competition is the interest paid for funds. 
The schedule which follows is an analysisof. competitive 
rates which appeared in the Financial Post of May 5, 1962 
Because deposits and guaranteed investment certificates 
are such an important part of trust company operations, 
and because contact with the public is broadest in this 
particular field, competition will continue at a high 
level. 
aegetls In the mortgage field interest rates and terms 
show appreciable variations. Some companies allow higher 
valuations on property and make loans in areas where othe 
companies will not. If funds in the hands of a company 
for investment are plentiful, mortgage money may be 
offered at a lower rate in order to get Toout. (Morveage 
interest rates on similar security under the same 
Mvind and conditions might vary by as much as @ Ora. 
per cent. In seeking to obtain mortgage loans, borrowers 
frequently “shop around" in order to obtain the most 
favourable neice sh | ! 

| In estate, trust and agency services there is 
aggressive competition between trust companies for new 
business. Most trust companies maintain business develop- 
ment departments and actively solicit appointment as 
executors, trustees, managers of imestments and other 
property and a broad list of financial services. Large 
sums are spent each year on advertising. No two trust 
companies are exactly the same and they exploit all the 
factors’ which affect public preference - location, 
facilities, service, personnel, financial statistics, 


prestige names on Board or staff, and even antiquity. 
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: Nethercut & Young A.60 
Torenta, Ontario 
1 The same competition exists in offering corporate services 
2 such as stock transfer and other agencies, bond trustee- 
3 ship, pension fund trusteeship, etc. 
4, | i262 The desire of trust companies 66 compete in 


as. many ways as possible and to make their services 
attractive: has resulted in an increase in the number of 
trust company services available today. Certainly it 
has-raised the standard of all services. Although 
successful competition has resulted inv increased dollar 
volume of business, the cost per dollar of acquiring 
and servicing new business has grown as well. There is 
no doubt that the Canadian.public enjoys today, at 

no increase in cost, a quality and breadth of trustee 
service. far surpassing that afforded by the industry 

ini thelpast. 

(i) The Trust Companies Association of Canada 

itu o se, The coming together of trust companies into 
association was brought about seo atu and Quebec 

in 1932 by the necessity for creating organizations 

tO provide"an opportunity for consultation and co- 
operation in matters of interest and importance to 
trust companies". The Trust Companies Associations of 
Quebec and Ontario have a history of thirty years. 

Each concerned itself only with affairs in its own 
province. Subsequently similar associations were 
established in several other provinces. With the 
continuing growth of trust business and the national 
extension of branch organization it became obvious 

that only an association national in scope and character 


would be adequate to serve the industry. 
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Nethercut & Young A fG2 


Terente, Ontario 
1 business 
2 ips es afford through meetings and otherwise 
3 opportunities for consultation, and co- 
4 : . operation in matters of interest and importance 
5 ; : to trust companies. 
6 3. To gather and distribute information ‘of 
7 interest and value 60 members. 
8 4, And in general to promote the interests 
9 - and welfare of trust companies and those 
10 eee serve." 
11 The eT IN eels affairs are carried on by a 


12 president and executive committee elected annually from 
13 representatives of member companies. 

fy 1.66 The Association is interested in all provincial 
15 and federal legislation which may affect any aspect of 

16 its members! services to the public or the conduct of 

17 trust business. Each section scrutinizes provincial 

18 feeiaiacion and whenever necessary makes representations 
19 to local governments. The national Association keeps. in 
20 ench with aeders) legislation and the government 

21| departments which administer it. In matters of importance 
to trust companies generally various government depart- 
ments have indicated a strong preference for dealing 
with the Association rather than with individual companies. 
ine Association frequently has been invited to make 
submissions to the government on many subjects. Many 

of the members of The Trust Companies Association are 
members also of The Dominion Mortgage and Investments 
Association which acts in their behalf in respect of 


! 


investment and mortgage matters and legislation affecting 


| 
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Terente, Ontario 


them. For this reason there is a close relationship 
between the two organizations, 
nhs Sig ' The bulk of the continuing work of the 
Association is carried on through standing committees 
which deal with various trust company functions. These 
are: 

Employees! Training Course 

Institutional Advertising and Public Relations 

Savings and Guaranteed Funds 

Income Tax 

Pension Trust 

pvock Transfer 

There are also standing committees of provincia 
Associations on such matters as trust administration 
and taxation which become matters for provincial action 
by reason. of COonstitucional considerations. | Aynumber 
of the provincial Associations also have local Stock 
Transfer Committees. Committees are also appointed from 
time-to-time. to deal with special projects. For. example, 
during the period of acquisition of Petroleum and 
Natural Gas léases by the oil companies engaged ix devel- 
opment, oil royalty trusts were being accepted by most 
of the companies. A committee undertook a study of these 
trusts in order to standardize the rights and obligations 
of royalty owners and the investing public arising under 
the trust agreements and a new form of trust agreement 
was generally adopted. 
1.68: - The main concern of all these committees is 
to deal with mutual problems of service which are 
constantly arising. How, for example, with the advent 
of data processing should accounts be presented to the 


Courts? What should be the required provision of 


pension fund agreements which will clearly establish 
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Terente, Ontario 
the duties and responsibilities of trustees? How can 
we co-operate with the stock exchanges toward the 
operation of a depository system which would largely 
eliminate the holding of stock certificates for Exchange 
members' inventories? The subjects are endless and the 
effort ms to meet the needs of the public and to 
constantly improve the standard of service offered, 
1.69 Outside the technical area, their work is 
required by the Association's concern with matters of 
policy. It is important that the industry should be 
concerned with social problems to which the functions 
of the companies are related. The committee conduct 
studies and make reports upon which the executive may 
base decisions. For example, the Pension Fund Committee 
recently prepared, for approval by the executive, a 
statement of the Association's position on Old Age 
Security. This committee is also largely responsible 
for the portion of this document dealing with pension 
funds. 
1.70. ' The Association is a voluntary organization. 
It has no constitutional.powers of self-government for 
the industry. Its work as outlined above He to improve 
the Srarida duis of service in the industry. In’ the area 
of rates of scdesoset ton for services charged by trust 
companies, there is no authority or coercion exercised 
by endbnssodiat vom 
Est The Association committees are composed of 
representatives of member companies who elect a chairman 
from among their members annually. These committees 


study and recommend uniform methods of computing fees, 
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i.e., the listing of operations to which a charge is 
attributed. eae of the committees, particularly 
Corporate Trust and Stock Transfer, have carried out cost 
studies which include an examination of practices and 
experience in the United States and elsewhere. This has 
tended to create a uniform attitude toward compensation 
for these services. The companies, however, establish 
their own fee schedules and they may vary in application... 
For special and non-routine services, the charges 

differ considerably. 

A pet fs - While the Association has no authority to 

coerce any member, it is obvious that it has an influence 
toward uniformity. The very fact of membership, common 
objectives and continuous co-operation all work toward 
this result: “This may tend to. reduce competition in 
trust services on a purely fee basis, but there 1s no 
question gnaceven that competition for business is 
extremely keen. It is based mainly on qualify @ service 
The public unquestionably benefits from this and has 
benefitted by the constantly improving general standard 
of service which the continuous effort of the Association 
has helped to achieve. 

(j) Trust Business in our Economy 

1.73 . The range of trust company services offered 

to the general public varies considerably between 
companies. All companies, however, provide the essential 
fiduciary services, requiring professional management 

of assets. Some offer the more developed services 
described elsewhere in this symposium to individuals 


and corporations, organizations and institutions. Most 
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companies receive deposits and other funds for guarantee 
investment. 
L774 The basic function of trust companies can best 
be summed up as the professional management and economic 
employment of funds entrusted to them. The benefit 
which aecrues to the owners of this capital by its 
preservation and its productive use will be synonymous 
with the benefit to the nation as a whole. Although 
the investment skills employed by trust companies in 
the administration of their individual trusts and 
collective trusteeships do not. enter into their 
corporate trust and agency services to the same extent 
this third role nevertheless finds them performing 
services which have a similar significance -- producing 
capital investment. 
a ay With the wider distribution of wealth in our 
expanding economy the level of financial sophistication 
is certainly rising. Nevertheless, the complex and ever 
changing investment climate creates a growing need for 
trustworthy professional management of capital assets. 
The growing realization ofathis.tactsis evidenced by, 
the i Naneh al neubaainess entrusted to us and to many 
investment intermediaries. The trust companies! success 
lies in meeting this need over such a wide range by 
the variety of its services. It is illustrated by the 
continuity provided in managing the affairs exeye 
client -- from his first savings account to the final 
distribution of his estate, where the process begins 
again with a new generation. 


nae a The operations of this kind of institution 
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continually increase the proportion of accumulated 
Savings of the nation which gets into institutional 
hands for investment management. The trustee feature, 
in individual trusteeships, therefore accomplishes the 
same purpose in attracting accumulated savings as do 
the various kinds of claims offered by investment 
intermediaries in attracting current savings. That 
institutional care and management of savings benefits 
the economy should require no advocacy. It may also 
be ruusonavie vOrCclaLivecnavu, 11 HOmey degrecy 
institutional investors perform the function which is 
discharged by some form of, investment issue control ina 
planned economy. The new issue market depends primarily 
on the acceptance of issues by institutions. 
dt LeT ‘7 The function performed in the capital market 
by trust companies through their collective trusteeships 
as one of a large group of investment intermediaries, 
is well known. Its value to the economy lies not only 
in their investment management of savings -- in providin 
social capital to both the public and private sectors 
of. the economy S. buv Min the: stimulation of saving’ itsel 
through competition among themselves and other inter- 
mediaries in attracting funds. 
ay. Te The significance of the trusteeship feature 
is difficult to appraise. It provides an additional 
security for the saver who entrusts moneys to the trust 
company for guaranteed investment, as will be explained 
in Section 3.:° In individual trusts, the security of 
Snelson for dependants ert or del by the corporation 


executor is clear enough. But another trustee function 
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provides an interesting example. Private pension plans 
are one of the class of institutions known as investment 
tntermediaries. They attract savings by offering claims 
to old age security. If the plan is insured, the saving 
will go to an insurance Company to purchase annuities. 
If the plan is implemented by a trusteed fund, the 
savings will probably go to a trust company because 
personal trusteeship of pension funds is becoming 
obsolete. The development of this second form for 

Mage emencene pension plans has without doubt greatly 
increased the scope and utility of voluntary provision 
for employee pension plans. As will be explained in 


Section 2, many new avenues for flexible and effective 


the emergence of trusteeship in the pension field. 

1.79 “the investment skills of trust companies are 
supplemented by a highly specialized skill which is 

an essential feature of their many services. This skill 
real property appraisal, is employed in making sound 
mortgage loans with funds received in individual and 
collective trusts. The trust src Saini ch wretichie with 

two other nverhiediver ies -- mortgage loan companies 

and insurance bampenied -- also serve the economy 

by providing capital for housing and other BEL einer 
Their importance in this field is discussed in detail 

in Section 3. 

1.80 There are two types of investment iIntermediarie 
which employ savings in a specialized field but which 
traditionally do not collect savings directly. These 


are instalment finance companies and small loan companies. 
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They receive savings indirectly through various other 
institutions. Trust companies do not channel savings 
to small loan companies but finance companies which can 
meet the statutory investment qualifications sell their 
obligations to trust companies. In this way capital 

is provided indirectly to another important sector 

of the economy. The same kind of indirect financing 

is effected through the large deposits of trust minds 
maintained by trust companies with be chartered banks. 
lege si In the performance of all of their functions, 
trust Be ve face active competition. As an example, 
some services are listed below to show where competition 
arises: 

safe custody. ne - chartered banks 


estate and lS 


administration - lawyers and notaries and 
individuals 
investment management - investment counsel 
pension plans - life insurance companies. 


numerous other investment 
intermediaries 


gatherers of savings 


stock transfer agencies corporations themselves may 
; : | | - perform this function 


real estate services - real estate firms 


mortgage loaning - government and institutional 
lenders 
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TRUST BUSINESS IN CANADA 


| Section 2 -- Individual Trusteeships 


Estates, Trusts and Agency Business 
(a) General 
evOL The great bulk of assets under administration 
by trust companies are held on Rep trust and agency 
account.’ The performance of these individual trusts 
and agencies represents by far the largest part of 
the services of all the companies, and employs a 
proportion of their staffs much greater than the proportion 
of these assets in the whole. The asset statistics 
are misleading since they are book values and because 
the practice of the companies varies im how these crusts 
are recorded. In many cases, only nominal values appear 
in the asset figures. This E.t..e% A item does not 
represent Serpette hsusts which are not represented 
on the balance sheet in any way. Ther bidbtons® of 
dollars of mortgages granted by corporation borrowers 
to trust companies in trust tc secure bondholders 
would completely distort a balance sheet. 
2202 The capte which follows will indicate the growt 
of this part of trust business and evidences the 
increasing demand for these services by the public. 


Assets under Administration, Estate, Trust and 


y Agency 
7 (000 omitted) 
1920 h8 575, 259 1956 $5,133,928 


1940 2,673,859 1958 6,318,998 
1950 3,638,469 1959 6,902,512 
1955 4,720,332 1960 Gr399 3429 

1961 oy 142.8355 


By Trt et ee ge Be 
* Amounts of cash received temporarily under bond truste 


ships from time to time are held in trust account but ar 
of little significance. (Construction funds, proceeds 
of property sales, insurance losses and Se ners money 
are held for varying periods pending disbursement. 
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The figures are taken from the reports of the Super- 
intendent. of Insurance for Canada and the reports of the 
Ontario Registrar for Trust Companies. They include 
pension. trusts. 

(b) Estate Administration 

2703 Of the individual trust and agency business 
dealt with inethisssectiony Hubnittie larger part consists 
of estate administration. (Unfortunately the accounting 
of the companies does not provide a breakdown of the 
asset figure into the classification of estates, living 
trusts. and agencies). Certainly when the public thinks 
of trust °*companies, it thinks of executors. Estate 
administration results in most cases from appointment 

of the company in a will which becomes effective upon 

the: death of sthe “testator. 

2.04 A description of the complex and technical 
elements of estate administration is not required for thi 
information paper. The efficiency of trust company 
administration arises from the use of specialists under 
the organization described in Section 1. Acting as 
auxiliary to 'arsenior trust officer who is placed in 
charge of the’ account, appraisers value real estate 

and mortgages, accountants analyze the value of private 
companies, specialists in death duties prepare returns 
and negotiate disputed valuations, income tax functions 
and problems are handled by a specialist department, 
professional experience and group judgment are brought 
to bear in every step. Since most wills provide for 
continuing trusts, assets will come under the management | 


of specialized departments, in particular the investment 
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department. 
gh Oho Where a will creates continuing trusts the 
executor is usually appointed "executor and trustee". 
The executor is indeed a trustee but his task as 
executor may be severed from the trusteeship of continuing 
trusts and terminates, in theory, when the executor 
sets aside the trust property which is the supjecu 
of the continuing trust. 

Continuing trusts involve responsibilities far 
beyond the management of the assets. Usually there 
are beneficiaries interested in the income of the trust 
("life tenants" are entitled to the income for life) 
and other Hone eae ies interested in the residue 
Chen ci SOY Their interests frequently conflict 
and the-trustee must "hold the balance fairly". The 
trustee- may be given very wide discretions TO “Use 
capital of the residue for the benefit of life tenants 
or for remaindermen in advance of the termination of 
the life interest. 
2206 The testator may also appoint more than one 
executor or more than one trustee of a continuing Crust, 
wide a trust company is appointed, a person may be 
appointed as well. Usually the explanation is that 
the ee wants the trust company for its skills, 
continuity and financial responsibility, but looks to 


the co-executor to provide a personal touch. MThe 


companies feel that this usually results from a lack 
of knowledge of how trust companies operate and a 
failure to reflect on the obvious fact that a corporatio 


can only act through persons. 
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Trust companies are willing to act with 
co-executors but recognize a duty to point out certain 
attendant disadvantages. The fact is that the advantage 
of corporation trusteeship may well be lost. Since 
both trustees must act, there is no certainty that the 
personal: trustee will always be available. The testator 
appointed the trust company because of his confidence 
in its business and investment judgment. But the co- 
trustee can veto any decision. Co-trusteeship frequentl 
creates unavoidable delays which make it a cumbersome 
ee ee although the trust company makes every 
effort: tof minimizes the, difficulvies. 
endl Estate administration will also be required 
ee a person dies without making a will, or when the 
executor appointed under a will is unable or unwilling 
to act. In such cases (and certain other special 
circumstances) an administrator of the estate is 
appointed by the Court and the appointment of a truss 
company is peculiarly desirable. Its knowledge, 
experience and financial stability are of exceptional 
value; they provide thase requirements the deceased 
would have wished to ensure in his pee aa represent- 
atives. Bibdeoe to the necessary consents of persons 
with prior rights being obtained, the Courts are not 
hesitant to appoint trust companies in such cases. 

(c) Executors' Remuneration 

2.08 | Provincial law governs matters merece ot 
and civil rights and,therefore, wills, the devolution 
of estates, the legal responsibility of executors and 


administrators and the subject of fees. 
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1 The Trustee Acts of the common law provinces 


2 deal specifically with tne responsibility of executors, 
3 trustees and administrators to account for their 
i eich aie and with the subject of remuneration. 
Although the Acts of the various provinces differ in 
some degree, those of British Columbia ana Ontario are 
indicative of all. 
Section 94 of the Trustee Act of British 

Columbia provides that unless accounts are approved by 
all beneficiaries or unless the Court or Judge otherwise 
orders, every executor, administrator or trustee shall 
pass his first accounts within a limit of two years 
and annually thereafter. 

- Section 82 of the same Act provides for fixing 
the remuneration of trustees. They are entitled to a 
fair and reasonable allowance not exceeding 5 per cent 
on the capital.and income of the estate, for"care, pains, 
trouble-and time expended". The exact amount is decided 
by the Supreme Court or a Judge thereof, or by the 
Registrar if so directed by a Judge. 
2.09 In Ontario, no schedule for passing accounts 
is laid down ea The custom is that accounts 
are passed initially in one to two years and thereafter 
every two or three years. 

Section 23(2) of the Trustee Act of Ontario 

provides that where the trustee's compensation has not 
been fixed by the instrument creating the trust or by 


the beneficiaries, the Judge of the Surrogate Court passing 


the accounts shall do so. 


Section 61(1) of the Act deals with eae 
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to trustees and provides that a trustee shall be entitled 
te a "fair and reasonable allowance for his care, pains 
and trouble and his time expended in and about the 
estate", The Judges in Ontario, in allowing compensation 
apply varying percentages to capital and income receipts 
and disbursements. They observe the same maximum of 
5 per cent which is statutory in British Columbia, but 
make additional allowances by way of management fees in 
certain. ‘circumstances, 
an - It would seem that this method of awarding 
compensation is followed fairly closely in almost all 
the common law’ provinces, un the province of Quebec, 
however, remuneration of executors and trustees is not 
fixed by the Court and the beneficiaries are asked to 
approve accounts and to agree on compensation. 
fog es A serious inequity in compensation custom is 
that no additional compensation is allowed even though 
the testator has appointed more than one executor.” The 
percentage award must be shared by co-executors., The 
paBaRY or the division between the trust company and their 
co-executors is usually a matter of mutual agreement, 
although a Judge of the Surrogate Court has the power 
to apportion compensation. 

This rule on compensation poses a serious 
problem for trust companies and is certainly illegal 
and unfair. A testator who insists on having more than 
one executor or trustee should expect to pay them all. 
The duties and responsibilities of trust corporations 
are not decreased when they act with co-executors or 


co-trustees in the administration of an estate: on the 
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1 contrary they are increased. 
2 aide Trust companies endeavour, wherever possible, 


3 to obtain the approval of beneficiaries to their 


& administration as disclosed by their accounts and to 

5 compensation for their services, This can be done only 
6 when all the beneficially interested parties are known, 

7 are of age and are competent. 

8 P-L Some of the difficulties regarding compensation 
9 and in particular that relating to co-executors can be 


10 avoided by agreement with the testator in his lifetime. 
11 Many companies suggest that such an agreement be embodie 
12 in the will which appoints, them. A flexible element 

13 is necessary and one commonly used in Ontario DHOV=GLOeas 
14 "T agree that the compensation payable to X Trust 

is Company for the administration of my estate shall be 

16 according to the wove schedule Oe tecseuy Lb WLS wumer— 

17 stood that this agreement may be terminated during my 

18 lifetime by either myself or by X Trust Company giving 
19 notice of such termination in writing to the other 

20] party". 

21 (da) Living Trusts and Agencies 

Tips 2.14 The trusts described herein are referred to 

as "lavine trusts" to distinguish them from testamentary 
trusts. A living trust is one established during the 
settler's lifetime to become effective immediately 

upon its execution. Thecreation of a Living..cnust 
involves the transfer of property to the trustee and 
the acceptance by the trustee transfer of property to 
the trustee and the acceptance by the trustee of 


responsibilities and duties arising out of the ordinary 
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law as well as out of the terms of the trust deed itself 
When a trust company acts in an agencycapacity, the client 
remains in complete control of the property involved and 
may issue or change his instructions to the agent at 
any time. 

| The law of the Province of Quebec is such 
that the use of a living trust is ser weed The 
following remarks are applicable to trusts in the 
provinces other than Quebec and no attempt has been made 
to single out those instances in which particular types 
of trusts*orparticular provisions would not be 
effective in Quebec. ” 
SL The creation of a trust appeals to the person 
who, ini addition to seeking relief from the day to day 
administration of property (an objective which can be 
realized through agency) wishes to be freed from the 
necessity of making the many and important decisions 
that the ownership of property entails and is prepared 
to transfer ownership and control now for the benefit 
(or navel} for the benefit) of other persons. The 
trust vehicle is particularly attractive to those whose 
desire it is to give property to others but who wish 
to impose conditions or delays or withhold control 
and ownership. These objectives can be realized by 
transfer toa trustee. If the trustee is a trust 
company, the benefits desired are incteaita by security 
and professional management. 

Noteworthy features of a ufvine trust are the 

ability: 


1. to retain the income and even some elements 
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of control during lifetime as well as a power of 
revocation while providing for the disposition of 
the property after death. 

2. to ensure the lifetime maintenance, care 
and general welfare of dependants who are incapable, 
handicapped, extravagant or improvident. 

De to prov idéeetor property tompass to onelis 
beneficiaries after death with the minimum of expense 
and delay. 

| iwneto benef itiothersibyiways ofugifthinva 
manner that will ensure that the gifted property will be 
well managed and will not be dissipated. 

5. to benefit successive generations within 
the limits of the rule against perpetuity without the 
death duty penalty which accompanies the passing of 
property by outright and successive gifts. 

6. to benefit in the settler's lifetime with 
the property reverting to his estate upon his death. 

- In many cases trusts are used to achieve 
tax advantages under the provisions of specific 
legislation. In such cases, the form of the trust will 
be determined by the legislation. 

2.16 Canadian trust companies also act as trustee 
of certain special purpose trusts such as: 

‘1,* °Life Insurance Trusts t= These may be 
funded or unfunded. In the funded trustk property is 
settled to provide a fund for the payment of life 
insurance premiums. ‘The proceeds of the policies fall 
into the fund on the death of the settler to be dealt 


with by the trustee in accordance with the terms of 
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the trust. If the trust is unfunded the trustee has no 


responsibility with regard to the payment of premiums. 

2. Business Insurance Trusts or "Buy-Sell 
Agreements - The death of a person having a substantial 
interest in a partnership or a private or: family 
corporation poses special problems. The estate of the 
deceased shareholder almost invariably wants to market 
the interest to raise money for death duties or to 
provide a more diversified estate. The surviving share- 
holders do not, as a rule, wish to continue the business 
in partnership with the estate but lack the funds to 
purchase the estate's interest. In a business insurance 
trust each shareholder purchases insurance on the life 
of his co-shareholders and deposits the policies with 
the trustee.: The agreement requires the estate of a 
deceased shareholder to sell its interest to the 
surviving shareholders and requires the latter to buy 
at a stipulated price or in accordance with a formula. 
The trustee receives the insurance proceeds on the death 
of a shareholder and sees that effect is given to the 
terms of the agreement. 

3. Escrow Agreements - Contracts between 
parties involving a sale or a joint venture often require 
the deposit of property with a trustee until completion 
ofthe sale or the carrying out of the joint venture. In 
such cases a trust company is employed to hold the 
property for the protection of all the parties interested 
Its duties and responsibilities are covered in an 
agreement to which it is a party. 


2.27 A person (or a corporation) may appoint a trust 
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company to perform any service on his behalf -- the 
duties and responsibilities undertaken may te myriad in 
their nature. The trust company's special qualification 
for See management and particularly investment 
management bring ors. oraae many agency appointments. 
-Two classes of service as investment agent 
have brought trust companies a substantial and growing 
volume of business in recent yeas, They are generally 
described as safe custody accounts and investment 
management accounts. The services rendered in each 
are identical except that in an investment management 
account, the investment portfolio is kept under constant 
review and regular investment advice is given upon. 
which the client may act or not as he sees fit. A 
brief outline of the services rendered in the typical 
investment management account is as Fy eae 
- custody of investments 
- collect and disburse interest, dividends 
and other income 
“= supervise investment portfolio, reviewing 
it regularly and making recommendations for 
sales and purchases 
- purchase and sale of investments as instructed 
- maintain proper accounting records 
minotificationzofe any oo ee 
redemptions, exchanges, rights, etow,.atifect 
oe the securities of which the agent has 
knowledge, and the execution of instructions 


with regard thereto. 


- prepare and submit annual statements to client 
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- prepare and file information returns 
required by the Income Tax Department 

- prepare and file personal income tax returns 
ifedirected: 

If the portfolio contains mortgages, the 

following additional duties are undertaken: 
\‘s Sov aequisition of mortgages 

- custody of mortgage documents 

- compute interest on mortgages as required 

a collect mortgage payments as and when due 


- verify that: adequate fire insurance is 


maintained on mortgaged premises 


verify payment of neal. property taxes 

- inspect property and arrange renewals 
Pee The fees charged for the services described 
vary. In Quebec the fees are calculated with reference 
to income. In most of the other provinces, the fees 
are computed with reference to capital value and vary 
according to the amount involved. Fees for safe custody 
services vary but, generally, a trust company's charge 
is in the neighbourhood of one-half of the charge made 
for investment management services. Special charges 
are, of course, made for special services. For example, 
an extra fee is charged for the completion and filing 
Era ume income tax returnSe 
2.19 Another important agency capacity in which 
trust companies serve is as agent for individuals who 
are, themselves, acting as executors or trustees. The 
ames company does everything it would do io. ibe ne 
stself executor. The individuals, however, must make al 


| 


} 


. et 


heutupen as degsgdron. mo deenaiet | 


ob cet bas aa edoenyeq egsattom oo: 


a A en 


af epasivact xb? saya tase a 


| eseghusna beseudten fe hentetahen |) amb dices i 
| sexes yrhege‘t, Las, To. deremyeney hee a ~ nt 
| elaweneoy syne rts DAS UIiSqe mg towered ee 
| hedinceoh eecivide ent say hegrado ‘dee, ett | a 
') goceneter Adtw Bed SLVOLBO os 29ea2 end osdend ahi ease 
eset end .geontveng sento.ode to: Fen at .snoon2 on 


YV3sv his oulsv. Sediqnue of sceneteter ddiw betuqmon e718 | | 
\Yoovave elise tot aset .bowloval vawome end ot gatbtoses 
S$7aio 8 'visgHog taunt 2 VALS TEN gy ctu was aegtvies | 
BeOS SHIsAS wit Io tieneeno eo Doorivodig Sent ond at ak - 


eeguato Ishosqe .aedivase Tremeg econ! sbi gah 07 


.alysaxe Iof .ecoiverss Istosda tot sham ieenkeo to .o16 
antit® bas sokteLqans sat %Ot bogtsio eb est suki oe 


. 


,BGEet xed moons! e"YnebLo as to. 


a eee 


doidw ab yotosase Yotems. tnsttogmb nanihoas: aa | 


ow alinubivinat tof Jasye 2¢ el vevtes weinsqtos dave 
at ,€ostevw «o etoduosks en sattes | eerleenods 
stow $I if ob biwow sh Sabtidyseve mablionmanen 4 


| 
| 
fs mam teum ,vevewod ahaa tt — re 
. 


an : I ms 
wae) ij Pee oe =e. ron 
t se i> , ray © eo D a ate 


Nethercut &é Young 


Terente, Ontario 
1 decisions, but in this regard they are greatly assisted 

2 by the advice of the trust company's officers. 

3 | There is really no limit to the duties which 

4, sprn@es Gnade y UBken by trust companies for the convenience 
5 of clients. They will “act as agent to eae out any 

6 legitimate transaction or to administer any kind of 

7 RaW neat for a fixed or indefinite period. They are 

8 particularly well equipped to perform a great variety 

9 of services for owners of real estate and this function 
10 is dealt with separately, below. 

11 (e) Real Estate Services 

eaco The essential element in the well developed 

real estate services which trust companies offer is the 
Ashealy thane Coa skillrofilrealapropertycappraisal... The 
ee of mortgage investment, both in individual 
trusts and on guaranteed account, has meant that experts | 
in this field have always been required in trust company 
operations. The specialized service of the real estate 
and mortgage departments becomes available for many 
essential operations in estate administration -- settlin 
death duty valuations, determining sale policy and managel- 
ase ae ZeceD eee assets and mortgage investments. In 
the collective trusteeship of guaranteed funds, as well 
shot Be individual trusts, a highly skilled organization 

is necessary for obtaining, making and managing sound 
mortgage investments. 

eon, Property development has reached unprecedented 
proportions in all fields of real estate tn the last two 
decades. There is every reason to anticipate that this 


activity will continue to keep pace with the future growt 
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of Canada. The need for trained personnel in real 
estate becomes continually more apparent. Huge investment 
funds are being diverted to real estate for the account 
of Canadian, U.S. and other foreign investors. These 
investments take the form of mortgages, lease backs, 
shopping centres, housing developments (either in single 
family or multiple units), ground leases, office 
buildings (some of arr onitens never before contemplated 
in Canada), industrial and residential land assemblies 
and ene Maree developments generally. In order to 
participate adequately in these developments, specialist 
in various fields have been developed and will now be 
found on the staffs of most, if not all, trust companies. 
eee > As a result, real estate services and | 
experienced personnel of the highest calibre are availab e 
to the public at trust company offices across Canada. 
Services include: 
= Collection. of rentals 
- ~ Teasing of availahle space and negotiation 
of renewal leases at current rental rates. 
— Employment and supervision of building 
personnel. 
- Maintenance of proper landlord - tenant relations 
- Supervision of repairs, replacements and 
alterations. 
- Periodic inspection of properties. 
- . Purchasing of supplies or service contracts. 
- Processing and paying accounts. 
. Providing Seeks as required by owners. 


Fees for such management operations are usually | 
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based onoaueal real estate board charges. In addition 
to the ser\icés outlined above, the managing agent is 
expected to provide advice to his principal on such 
matters as insurance coverage, real estate assessments, 
appeals, the effect of new zoning laws, and on 
alterations se additions which might benefit the owner's 
interests. 

225 Real estate brokerage is a wide field embracing, 
in addition to the normal processing of real estate 
assets under administration, the buying, selling and 
leasing of residential, commercial, industrial and income| 
real estate on a strictly brokerage basis. As in the 
case of property management,.fees are based on local 
real estate board tariffs. Most trust companies are 
members of local real estate boards and thus are able 

to participate in the photo-co-operative listing system 
now in vogue in the majority of Canadian cities, the 
success of which in the disposal of real property’ 

has resulted in a sales volume in 1961 of nearly 
$455,000, 000 and is increasing every year. 

In some companies, sales operations are on a 
large enough scale to warrant sizeable sales staffs 
including top flight salesmen specializing in selective 
fields. Companies with "savings branches" in the larger 
cities usually locate salesmen at them, The real estate 
business has become so highly competitive that it is 
essential forpersonnel to be constantly improving their 
knowledge of its various techniques. ‘nS this end trust 
companies encourage their employees to take advantage 


of the various educational courses offered by local real 
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estate boards either under their own auspices or through 
Canadian universities, the Canadian Association of Real 
Estate Boards or the National Association of Real Estate 
Boards (U.S.) In this manner the trust companies have 
been able to develop personnel capable of counselling 
clients in all aspects of real estate practice. 

epek With the tremendous expansion of building 

in the residential, commercial and industrial fields 
since the close of World War 2, the need for trained 

and qualified appraisers has become more urgent than 
ever. Huge investments are being made in mortgages 

and income properties, a sizeable mer of them through 
the medium of trust companies, acting for themselves 

or’ for the account of others. This has placed a heavy 
responsibility upon these companies to ensure that expert 
appraising is available. Trained and qualified appraiser 
are being developed by the American Institute of Real 
Estate Appraisers, the Appraisal Institute of Canada, 
and to a lesser degree by the Society of Residential 
Appraisers (residential properties only) and the Society 
of Industrial Realtors (industrial properties only). 
Individuals holding destBnatuens in these appraisal 


groups are now to be found in the staffs of trust 


3 + 


companies. The standards of qualification have become 
increasingly high and the number of appraisers being 
qualified is barely keeping pace with the demand for 
eats services. In consequence trust companies are 
lending every encouragement to members of their staffs 

to obtain the necessary qualifications. 


(f) Investment Powers in Individual Trusteeships* 


eas. ) Canadian trust companies derive their investment! 
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powers from the document that appoints them to act. In 
the case of estates and continuing testamentary trusts 
the investment powers must be sought in the will. 
In a living trust an investment authority is almost 
invariably included in the document creating the trust. 
In agencies, the investment power is normally retained 
by the principal, but certain limited power is normally 
retained by the principal, but certain limited powers 
may be delegated to the trust company. In those 
situations where the Will or trust document, generally 
through: oversight, omits reference to the matter of 
investments, the law of the province in which the trust 
ee performed will govern. 
2.26 The investment powers conferred on trust companies 
i the various appointing documents under which they 
administer estates and living trusts fall, with very 
few exceptions, into the following categories: 

1. . Such investments as are permitted under 
the relevant provincial Trustee Act; 

2. Such investments as are eligible under 
the federal Canadian and British Insurance Companies 
Act bas dow sopbeic the quantitative restrictions 
of the Act); 

3. An unrestricted investment power; 

4. A combination of two or more of the above, 
when the appointment places pieesecetve restrictions 
on the designated categories. 

OS sce ccccle ciatellacinls  d Actahapee shat OS EER ae SPE eee bile nee 
y, Investment in relation to pension funds is dealt 
with separately in 2.48 and 2.57 
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cad Canadian trust companies generally do not 


at present maintain their records in such a way as to 
show a breakdown or classification on an aggregate 
basis of the various types of investment powers under 
which they are operating. However, as a result of 
limited sampling tests in representative companies, some 
general conclusions may be drawn. 
> (ade The eee Ue of the appointing documents 
from which the trust companies derive their 
investment powers and under which they are 
operating today fall within category EE or 

2 above. _ 

(b) There is a clearly defined trend now 

apparent to enlargement of the investment 
powers formerly conferred. Modern wills and 
trust documents commonly confer investment 
powers which fall in category 3 or 2 ee 

If this trend persists, therefore, the statemen 

made in (a) above will soon cease to be 

applicable. 

From the standpoint of both the beneficiaries 
and the trust See ce this trend is significant and 
desirable. A number of reasons may be advanced in 
explanation of it: 

(1) There is a growing recognition by the 

public of- the highly developed technical 

and investment skills that are now available 

nh > in many trust companies. 

(ii) The experience of investors generally 


with inflation in the post-war period, with 
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the resulting reduction in purchasing power 

of the dollar, has demonstrated the inadequacy 

in this context of fixed income securities 

as an exclusive investment medium. 

(i411) The trust companies are at present 

Cae es a substantial number of estates 
and trusts for which the governing investment 

powers were written in the depression of the 
“30's, or were largely influenced by it. 

In that environment security of feincipal 

was the paramount consideration.) It is 

probable that the majority of estates and 

trusts now being administered aceaan the 

conkiming restrictions of. provinelal trustee 
Acts.-had their ionigin: imrthativera. 

(iv) More people in recent years have accepted 

the idea of owning common stocks because of the 
broad advance that has occurred in stock prices 

generally in the post-war period. The increase 
rina the popularity of mutual funds, with their 
emphasis on participation in the common shares 

of ants companies, has no doubt contributed 

significantly to the broader SWareness on the 

part of the public of common stocks as a desir- 


able investment vehicle over the longer term. 


2.29 - Ags mentioned in 2.25 it should be kept in mind 
that ina number of cases the limited investment powers 
which control the dnpanies today can be attributed 
to oversight on the part of the testator or settho® 


in not dealing with the matter of investment authority 
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in the will or trust document. Even today completed 
Wills and, less frequently, trust documents suffering 
from this defect are regularly deposited with trust 
companies by persons who have not discussed the appoint- 
ment with the company, and many of them are corrected 
when the matter is drawn to the attention of the testator 
OO rsett Lory 

jt Far more people today discuss the planning of 
their will with the trust phere and the companies 
generally recommend an unrestricted investment power. 
In any event, the greater importance attaching to the 
subject of investment nowadays is likely to ensure that 
a larger proportion of wills will contain an appropriate 
investment power, 
2e50 So far as agencies are concerned, the bestowal 
of any investment authority is unusual. An agency 
relationship is established with a trust company to 
assist the principal with the custodianship or invest- 
ment management of the assets comprising the agency. 
The principal normally retains final investment authority 
and the governing agreement simply provides for the trust 
company to act in accordance with his instructions. 

(g) Provincial Trustee Investment Legislation 
2.31 It has been stated earlier that unless a 
different authority is given in the appointing document, 
a trustee is limited in its choice of investments to 
those which are authorized by the law of the province 
where the trust is performed. 


The schedule which follows outlines in summary 


the legislation of all the provinces. Broadly speaking, 
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ofTueateshs of Canada and the provinces, and, subject 

to exceptions noted in the schedule, municipal debentures, 
corporation first mortgage bonds, mortgages on real 
estate, loan company debentures and trust company 
guaranteed investment certificates -- this fairly 
describes the scope of trustee investment authority 
across Canada. (There is statutory provision in Ontario 
and Prince bawend Island under which the authority may 


be widened’ to the extent prescribed if approved by a 


Court. duyisrofinoepractical significance for’ the 
purposes under discussion. ) 

f Notable exceptions. are provided by Nova Scotia 
and British Columbia which allow investment in the 
preferred shares of Canadian corporations, and Nova 
scotia is. unique “in permitting investment in the common 
shares of Canadian companies, subject to qualitative 
restrictions up to 15 per cent of the total assets of 
the trust. 

(n) Recommendation for Widening Statutory Powers 
2.32. Almost all of this legislation is much too 
restrictive by modern investment standards and the various 


Acts obviously bring about inequalities in the investmen 


opportunities available to estates and trusts in 


equalities and to improve the position of the beneficiar 
of all estates and trusts consistent with modern views 
of prudent investment, it is recommended that all of 


the provinces should liberalize and standardize the 


_ provisions of their trustee acts where necessary to 


different provinces. To remove these regional in- 
es 
permit investment in: 
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1 (The definitions which follow are summarized from 
2 f45. Ontario 19600, Chi408, Sed,# 271. ) 

3 (1) Obligations of or guaranteed by the 


4 Government of Canada. 

(2) Obligations of or guaranteed by any provinde 
of Canada. 

(3) Obligations of or guarafiteed by any 
municipality in Canada including those issued for school 
purposes or secured by taxes or rates levied under the 
law of any province. 

(4) Obligations of or guaranteed by the 
Government of the United Kingdom. 

(5): Obligations of or guaranteed by the 
oven incon of the United States of America. 

(6) First Mortgages, charges or hypothecs 
on real estate in Canada up to sean a ke cent of the 
appraised value and NHA insured loans. 

(7) Obligations of a doe coc otes oh that are 
semindd pe ine assignment to a trustee of payments 
that the Government of Canada has agreed to make, 
sufficient to cover interest and principal. 

(8) Debentures of any loan corporation license 
under the law of the province. 

- (9) Guaranteed investment certificates of 
any trust company licensed under the law of the province 
and also to permit investment as listed below provided 
that the aggregate market value of such investments 
shall not exceed 35 per cent of the market value of the 
whole trust: 


(10) Obligations of a Canadian corporation 
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secured by a mortgage or hypothec to a trust company 
upon improved real estate of such corporation or other 
assets permitted for trustees 

(11) Obligations of a corporation secured by 
the assignment to a trustee of payments that are payable 
by a province of Canada sufficient to cover interest 
and principal. 

(deve Obligations of a corporation that has 
paid, for five years immediately preceding, a dividend 
equal to the rate upon its preferred shares, or a 
diveocnduon at least 4 per cent upon its common shares 

' (13) Preferred shares of a corporation which 
meets the qualitative tests of (12) above. 

(14) Fully paid common shares of a corporation 
that, for seven years immediately preceding, has paid 
a dividend upon its common shares of at least 4 per cent. 
(i) Investment Policies and Practice 
fae” I) . The organization of a trust company investment 
pare vtec and its general prcvedures are fully outlined 
ined «Aa tol.33. But while there can be general investmen 
procedures there can be no general investment policy for 
individual trusteeships: there must be a policy specifically 
appropriate to each account. 

3 . Investment policy of a trust company in relation 
to a particular estate or trust is established in the 
light of the following factors: | 

(1) The investment powers conferred by the 
appointing document or, failing them, by statute. 
(2) ‘The requirements of the beneficiaries. 


ae 


The variations in circumstances and need are unlimited. 
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Moreover, it is the responsibility of the trustee to 
balance and serve the often conflicting interests of 
both life tenants and remaindermen. The former most 
frequently is interested in maximum present income, 
the latter in longer term growth of capital. 

' (3) The impact of income tax and death duties. 
Lump sum payment of death duties may require substantial 
Selling to realize cash or may necessitate the maintenac 
of reasonably short term reserves prior to the date of 
payments pari by instalments at specific intervals 
may require investment in maturities which will coincide. 
Income taxes have a continuing effect on policy and are 
a vital factor in determining the character of the 
portfolio. For example the 20 per cent dividend tax 


oredit often influences the pertentage of assets held 


in the form of preferred or common stocks. 

(4) In those cases where the will or trust 
deed appoints personal trustees to act jointly with 
the corporate trustee, investirent policy on occasion 
may not-be that which the trust company would apply if 
acting anéder ‘Policy may have to be based on compromise, 
Since : joint executors must act in concert. 
2.34 While generalizations are clearly inappropriate 
in this area, it may be Observed that in recent years 
trust companies have placed increasing emphasis on 
expanding the research facilities of their investment 
departments, with the result that rigorous tests are 
applied in formulating investment decisions. In the 
evestnaee of capital funds, bond commitments tend to be 


concentrated in large and marketable issues of senior 
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governments or well established corporations, and in the 
case of equities, in the shares of those companies 
enjoying superior management and demonstrable earning 
power. As a corollary, capital in estates, trusts and 
agencies is not usually made available for investment 

in the undertakings of new and eee ie ab oiewen even 
where an unrestricted investment power governs the 
operation of the particular account. The"prudent man" 
rule in trust investing imposes an overriding limitation 
on aggressive action in this investment area. 

235 . The lack of statistics on investment powers 

sn relation to all assets administered, and the essential 
fact that there can be no general policy in individual 
trusts makes it very difficult to appraise the effect 

of trust company investment on the capital market. How 
is the ils Cant eu pool of funds held in estates, 

trusts and agencies invested? Set out hereunder is a 
breakdown of the estates, trusts and agencies assets 
account of all companies licensed to do business 

in Ontario for the year ending December Jl, 1961, showing 


the distribution in very broad categories: 
| (000's omitted) % of Total 


Real Estate $n VSOL p52 3.9 
Mortgages and Agreements 

for sale 641,973 8.43 
Bonds O14 TOF Vachs 
Stocks 980,216 LO aE 
UNA yee. 22h , 247 2.9 
Cash : Oi PO 0.7 


Total Sia Ol t,t Wee) 100.0 


There seems little doubt that these figures 


reflect the considerable number oftrusts governed by 
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1 documents unaffected by the modern trend discussed in 

2 2227-8. As to the proportion of mortgages this warrants 
3 special comment. 

41 2.36 While the above breakdown shows that 8.3 per 

n) cent of total ET& A assets are represented by mortgage 
6 and agreements for sale, it must be noted that agency 

7 assets bulk large in this total figure. Inasmuch as 

8 mortgages are not a typical agency account holding, Lt 

9 is certain that the percentage holding of mortgages 

10 for estates and trusts, if agency assets are excluded, 
is significantly higher than 8.3 per cent. 


A second factor which affects the interpretaiions 


BS 


of these figures is that most "¢ompanies avoid mortgage 
holdings in small estates. Mortgages are a desirable 
investment where adequate liquidity and sufficient 

sncome for the needs of the beneficiaries are afforded by 
the other holdings in the account. However, mortgage 
yields may be made available to the small estate through 
common trust funds, discussed helow. 

It is accepted trust company practice to make 
most of their mortgage investments for estates and trusts 
in sonvelition&l, residential mortgages for a five to ten 
year term. Construction loans (except in large trusts) 

On not generally considered suitable and this limits 
snvestment in NHA loans except by way of purchase. 
Commercial and industrial mortgages are usually taken 
only for large estates and trusts. 

LOY A As a result of legislation introduced in Ontario 
in 1950 and 1952 it became possible for a trust company 


registered in the province to invest trust money in one 
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Or more common trust funds administered by the company. 
Bunter legislation now exists in British Columbia 
and Alberta. To date five trust companies registered 
in Ontario Nave availed themselves of this legislation 
and have established common trust funds. One such 
company operates three separate funds, two of which 
limit investment to Trustee securities and the other 
is unrestricted. . The remaining four companies each 
Operate a single fund limited to such investments as 
are permitted under the Ontario Trustee Act. nS 
Set out hereunder is a recent breakdown on 
an aggregate basis of the assets held by thése seven 


separate common trust funds. The number of estates 


participating is also shown, 


Assets Held for Common Trust Funds 
Rota 


1. Canada bonds over 3 years maturity $ 1,785,296 
2. Canada bondsof 3 years maturity and 


under 5 WBS 
a. Provincial and: municipal bonds 0,254 ~205 
4, Corporation bonds Soo) 7o0 ud) 
5. Other bonds 229,204 4 
Ge Mortgages J. PENNE ONE be SL, 
7. Stocks 344,351 (2) 
So Cash 234,197 


Total assets held for common funds $15,533,819 (3) 


a 


4 


Total number of participating accounts ln Sparco) 
20 It was expected that through the medium of a 
common trust fund a number of benefits would result: 

(a) Through the purchase of units in a 
particular fund a small estate or trust would 


° 


obtain at no extra cost a broader investment 
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~ diversification than would otherwise be the 
case. S 
- | (b) Higher yields would be obtained because 
of the emphasis placed by the fund on investmen 
in higher coupon bonds (provincials and 
municipals) and mortgages (see above breakdown). 
(c) From the standpoint Ginathe worst 
company considerable administrative economies 
would result, as well as greater flexibility 
in the management of the individual securities 
comprising the fund. 
In the main these benefits have been realized 
but the lack of wider acceptance of the common trust 
fund device by trust companies can be attributed to 
technical difficulties which have not yet been solved. 
2459 Trust companies do not normally make any active 
use of the voting powér that is in their hands by virtue 
of their holding of shares in hundreds of corporations 
for estates, trusts and agenctes. Except under unusuall 
critical circumstances, they tend to support the existin 
management and the status quo. Although it would 
probably be beneficial if corporate investors played 
a more dynamic role in relation to the corporations in 
which they have important investment interests, as 
a practical matter it is impossible for a trust company 
to participate actively in the affairs of all those 
companies whost stock is included in assets under 


“administration. 
Footnote to 2537.01. Total investment. in corporation bonids 
is divided between loan company debentures held in one onlly 
of the six restricted fund reported and other corporation 


bonds in the one unrestricted fund. 
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2. | Total«investment in stocks is confined to the one 
unrestricted fund reported, 

3. Total assets of the one unrestricted fund reported 
are $1,330,242 and the total number of participating 
accounts »sin it isell9. 

However, when a trust company holds a 
substantial stock interest in an individual company, 
particularly in the case of a private company, it is 
usual for it to have one of its own officers on the 
board. In these circumstances, the company's affairs 
are me enad closely. In his capacity as a director, 
the trust company officer has a dual naomi 11 ty: 
confidential matters relating to the company of which 
he is a director:.cannot be disclosed, and the interests 
of the beneficiaries whom he represents must always 
be protected. The latter is paramount. 

2.40 Opposing interests between groups of+ clients 
can arise in circumstances such as where a proposal to 
alter the capitalization of a company appears to benefit 
the common shareholders over the preferred shareholders, 
or where a company makes an offer for the shares of 
Anata caeae which is clearly more favourable to the 
offering company. In such cases a trust company will 
generally seek some compromise arrangement which will 
do justice to both sides so that a single consistent 
course may be followed. If this is not practicable the 
trust company must then take an impartial position and 
pursue that course of action, in relation to each 
account, which is in the interest of the individual 


trusteeship. It is irrelevant that the trustee is 


taking two different positions. 
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(j) Pension Trusts 
2.41 The rapid growth of industrial pension plans 


in the past 20 years may be attributed to many factors, 
among them: 

(a) The tax exempt status of both employer 

and employee contributions and pension fund 

investment income. 

(b) The bres prosperity during and 

after World War 2. 

(est) The pressure of union demands. 

(a) The recognition of the need for old 

age security, arising out of: 
(i) The increasing proportion of the 
population reaching age 65 and increasin 
life expectancy after age 65. 
(ii) A greater pbe cise of the 
population moving from self-employed to 
employed occupations, and frone mural to 
unbana lites 
(124) Acceptance of compulsory savings 
through payroll deduction, with pension 
savings representing an important base 
toialleformsd ofm saving. 
(iv) A transfer of responsibility of 
care for the aged from the family unit. 
to private and public institutions, or the 
achievement of self-dependence through 
formal pension plans and government old 
age security programs. 


2.42 The Canadian employer has alternatives in 
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implementing a pension plan. These fall into the 
two broad general classifications of "insured" plans 
underwritten through the Government Annuities Branch 
and life insurance companies, and “"trusteed" plans 
administered through trustees. Untilrecent years, the 
insured plan represented a contractual obligation under 
aiiaen the insurer promised to pay certain pre-determine 
and guaranteed benefits on receipt of the necessary 
premium payments by the employer. A trusteed plan 
represents a binding obligation on the part of the 
trustee to hold and keep invested pension fund moneys 
placed with it by the employer, for the benefit of the 
employees and their beneficiaries. 

While both insurers and trustees are parties 
to the operation of pension plans, their roles and 
responsibilities are quite different. Historically, 
s3nsurers have been "underwriters" of pension plans. 
Trustees are administrators of pension trust funds. 
ays The pension trust fund is established under 
a trust agreement which spells out the functions 
and responsibilities of the trustee. Contributions 
made under the pension plan are accumulated in the 
trust fund which is held and invested under the 
management of a trustee or of an incorporated body 
called a "Pension Fund Soci@ty". Pensions are paid 
directly from the trust fund, but in the case of 
smaller trusts, annuities may be purchased with 
moneys from the fund. The status of the plan is 
periodically reviewed by a qualified actuary to determire 


whether the fund and current and past service contribution 
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1 rates are sufficient to meet present and future 
2 liabilities as provided under the terms and provisions 
3 of the plan. 
“4 2.44 The pension plan represents a long term 
a investment of employee and employer contributions 
6 toward a continuing goal of pensions for retiring 
7 employees. It will be recognized that the cost of a 
8 pension is not the same kind of insurable risk which 
29 is covered by life insurance. A retired employee 
10 cannot live a long time suddenly. The risk is 
11 longevity, not mortality, and there is time and means 
12 to provide for it. In fact, where a fund is established, 
13 the risk of abnormal longevity is offset by abnormal 
14 mortality. 
15 It should also be recognized that the success 
16 ful achievement of the full benefits of the plan for 
17 every employee must ultimately depend upon the 
18 financial resources of the employer. This applies 
sh whether we are considering contributions to a trusteed 
20 plan or premiums under an insured plan. 
21 |. 2.45.0 The following table is prepared from Dominion 
22 Eee eter: Statistics information and shows the 
23 distribution between trusteed and insured plans at 
24 December 31, 1960: 
25 No. of % Ofer Noy of %of Assets %o0 
Plans Whole Employees Whole(millions) Whole 
26 Trusteed:. 1nduoO Antiddosed 1) O0O;.ayor. Consing53616-° 75. 
Pension 
27 Plans. | c: ) | 
28 Life 6,56. | 85.2 469,339 Sil7r tayeo’.*25. 
Insurance 
oa Group 
Annuities 
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eUoonateed Pension Plans" includes funds held in trust 
by personal trustees and pension fund societies as well 
as trust companies). 
2.46 It is obvious that there are cogent reasons 
for the increasing popularity of trusteed plans. The 
reasons lees not material to this account. Undoubtedly, 
however, a cardinal factor has been the availability, 
as trustee, of .the . trustee or oEate on with its 
financial responsibility and ee cne skills.o.Trust 
companies are ideally equipped to perform this function. 
Out of the 1,140 trusteed pension plans cited in the 
table above, 903 employ trust companies as trustee 
and in addition the companies act as agents for the 
personal trustees of a large proportion of the remainin 
funds. 
QUT. 24 Trust companies have made a number of 
contributions in the pension field: 
(a) As a result of experience they have 
been able to offer constructive advice in 
the early consideration stages prior to: the 
establishment of pension plans. (The over- 
all responsibility for the development rent 
a plan belongs to the professional pension 
poeta tans or consulting actuary). 
(bo) Over the past seven years they 
have introduced pooled (or commingled) 
investment funds to provide greater invest- 
ment diversification for smaller trusts. ~ 
(c) They have established an elvan e: 


record of investment performance. This has 
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been particularly notable with the gradual 

removal of statutory investment restrictions. 

(da) They have produced pension plan 
studies which have been of considerable 
assistance to government and private bodies 
concerned with the broad field of old age 
security. 

(e) The flexibility afforded by the 
trusteed plan has enabled them, the actuaries 
and professional consultants to introduce 
new methods of financing plans and many 
additional benefits such as widows' pensions, 
special disability, early retirement and 
pensions based on average earnings tn final 
years of employment. 

(k) Pension Fund Investment 

2.48 Investment management is the prime function 
of -the pension fund trustee and investment performance 
has a significant effect on plan costs or, alter- 
eee on the ultimate benefits paid to retiring 
employees. 

The investment powers of pension fund: 
trustees are determined by the employer and are 
embodied in the trust document which appoints the 
trustee. They will be subject to any overriding 
restrictions imposed by government in proper Bearotae 
of its jurisdiction. ‘At’ the present time no provincia 
government has exercised its power for this purpose 
but the Canadian Parliament has done so in ruling 


as to the kinds of plans which are to have the benefit 
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of the "deductible" provisions of the Income Tax Act. 
There are today only two restrictions: 

(a) Prohibition of investment in the 
employer's debt obligations. 

(ob) Restriction on income from foreign 
investments to 10 per cent of the income of 
the fund. | 
These will be discussed later. 

2.49. The large majority of trusts administered 
by trust companies give the trustee unrestricted 
investment power. A gmall minority restrict the 
trustee to investments authorized by the Canadian and 
British Insurance Companies Act but without invoking 
the quantitative restriction. A very few trusts 
Limit investments to those eligible under the applicabl 
provincial Trustee Aoti The employer may in a few 
_instances place a quantitative ‘limitation on any one 
Snvestment category or any one security but this kind 
of restriction is becoming unusual. 

| a Under most trust agreements, the trustee 
retains freedom of action within the investment powers 
provided. Seeking approval on each investment or the 
exercise of a veto provision has become impractical 
and has largely been replaced by periodic discussions 
with the employer regarding the portfolio of the fund 
and the trustee's investment policy. 
2.00 Since 1953 the Dominion Bureau of Statistics 
and latterly our Association have assembled statistics 
on the assets of trust funds administered by trust 
conpansei These figures should not be taken as an 
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! index of trust company policy in pension fund investment). 
2 As explained later, investment was controlled from 
3/1950 to 1957 by federal legislation which imposed the 
4 quantitative and qualitative restrictions of the 
5 Canadian and British Insurance Companies Act. There 
is 
6| 4s no doubt that this/still reflected in the statistics. 
7 Moreover, the more restrictive investment powers which 
o ‘apply in a minority of trusts as described in 2.49 affect 
9 a considerable proportion of all pension fund assets 
10 and so do conservative policies of some large employers. 
eit In presenting the investment categories 
12 of pension fund assets in’column A in the table below, 
ps we have also shown in column B statistics compiled by 
= a= consulting actuary on pooled funds maintained by three 
+ 
5 trust companies for pension fund investment. 
16 ) A B 
fy Pension Fund Assets of Pooled 
j Assets investment funds 
Pe (Association administered by 
Sa Statistics of three trust 
19 Trust and companies 
. Agencies ) ha 
20 12 Obligation 
21 of Governments 
(Canada, Provincials, 
30 Municipals) and 30% 23% 
their guarantees 
ee 2. Corporation 
Bonds 35% 35% 
24 | 
95 3. Mortgages 6% 11% 
4, Common Shares 17% 41% 
5. Other Ug -- 
2b Over the last seven years, trust companies 


have established pooled or commingled trust funds as 


instruments for pension fund investment. These funds 
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are divided into units and the value of the units is 
established by valuing the fund at monthly intervals. 
Units may be purchased or redeemed monthly at the value 
so established. Interest and dividend income may “be 
distributed or in some cases is capitalized. 
abe Most Deyethe tomaais at least two pooled 
funds, one comprised of fixed interest securities, 
the other of common stocks,. Some trust companies ene e 
pooled funds with investment confined to narrower 
categories, viz., government, municipal and corporation 
bonds, mortgages, common EE If the trustee.is 
to invest 2 pooled funds, it must be authorized by 
the pension trust agreement. 
Aas) Employers with limited assets and a modest 
annual contribution rate have increasingly been 
authorizing the use of pooled funds to gain greater 
diversification and investment opportunities previously 
available only to the larger funds. Currently, over 
700 individual funds administered by trust companies 
as trustee or agent participate in commingled trust 
funds. They hold units to the total value of 
$126,664,659, or Slice taped wake sens cent of the total 
pension fund assets so administered. 

Large funds do not usually employ pooled 
fund ce ene nda ines they are able to achieve adequate 
diversification without this method... But some do 
authorize their use, usually pooled funds confined to 
mortgages or common stocks. 
2.54 The investment of pension fund moneys which 


they make in pooled funds (where they have investment 
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power to that end), is an indication of trust company 
policy in pension fund investment and the statistics 
contained in column B of 2.50 above will therefore be 
of interest. Investment in these pooled funds is” 
confined to pension funds and this makes possible a 
general policy, since all participants have--common 
objectives and have no distinctive problems (such as 
tax status) as do individual trusts. 
855 Trust companies when so empowered have 
been substantial buyers of common stocks. In trusts 
for standard pension plans with unrestricted investment 
power, the range of investment in common stocks would 
be 20 per cent to 40 per cent of the total portfolio. 
Common stocks are principally purchased 
for their long term capital growth potential, the 
capital growth and dividend income being in a sense 
considered as one. Profits arise from capital ‘gains 
on sales as coma as increasing dividend yield on the 
original cost of the shares. Low immediate stock 
wielda are offset by investment in higher yielding 
fixed income‘securities - municipal and corporation 
bonds, lease-backs, other revenue real estate and 
mortgages. Trust companies are substantial investors 
in these categories. 


More and more pension plans are being 


“revised to improve the pension benefits, some to relate 


benefits to average earnings in the years immediately 
preceding retirement. This process and consideration 
of the effects of inflation make it imperative to 


employ common stock investment as a significant part 
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of any pension fund portfolio. 

2.56 Since the preceding material will have conveye 
the impression that, in contrast with other individual 
trusteeships, a "general" policy is possible for all 
pension fund investment, it is necessary to point out 
that there are inevitably some qualifications. These 
involve extremely technical ees which excuse 
further explanation. In addition there are variations 
between plans in such matters as the timing and amount 
of contributions and the anticipated pay-outs. 

AUST Other special features of pension fund 
investment are: » | 

(a) There is normally little need for 
liquidity in the early years of a pension 
fund when contributions will greatly exceed 
pay-outs. 

(b) The 20 per cent income tax credit 
for dividends is not applicable to the deferred 
taxation of pensious so that preferred stocks 

‘ are not normally attractive. 
(1) Supervision of Pension Funds 
2°58 pueate the period in which the federal 
Taxation Division has been interested (for revenue 
reasons) in pension plan supervision, policy has varied 
widely on investment supervision. From 1950 to 1957, 
the Minister of National Revenue ruled that investment 
for pension funds must meet the requirements of the 
Canadian and British Insurance Companies Act. In 1957 
all neatrieetun was dropped except a prohibition on 


investment in the employer's capital stock or debt 
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obligations. In 1959 this limitation was broadened 
to allow funds to hold up to.10 per cent of the employer's 
capital stock not exceeding 10 per cent of the value 
of the fund, but subject to earnings tests. Currently 
there is no restriction except the exclusion of the 
employer's debt obligations and the restriction on 
foreign income to 10 per cent. | 
29 We strongly support this broadening of 
investment powers which has already produced great 
benefit. It has enabled greater diversification and 
improved yield. Investment in the employer's capital 
stock a ne a much debated issue but we believe 
that its arbitrary exclusion quality and the investment 
may improve the job security and opportunity of the 
employees. 
Trust companies are well equipped to apply 
the "prudent man" rule and arbitrary restrictions 
can only projudice the benefits which their experience 
and skills may return. It is true that personal 
trustees may not merit equal confidence but we consider. 
that our recommendation which follows will provide 
an adequate safeguard. 
(m) Recommendations 
22.60 | We therefore recommend that at least once 
in each three-year period, the employer file with 
the Department of National Revenue: 
(a) a copy of the latest actuarial 
report completed by a qualified professional 
actuary. 


(b) a copy of the most recent financial 
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and asset statement of the fund issued by 

the trustee (or insurer in the case of Deposit 

Administration Plans). 

The Association feel that it is impossible 
to establish a satisfactory and valid standard of 
"Solvency" which would be applicable to every type of 
pension plan. The report scenotastuaey is much preferable, 
in this respect, to any mechanical test or formula. 

2.61 We believe that the sanction of publicity 
might well be sufficient to ensure the sound administra- 
tion of plans. If thought advisable, however, the 
Minister might be empowered to deregister a plan unless 
the material filed indicates that 
(a) the benefits provided by the plan 
are being properly financed, 
(b) the investment powers conferred 
upon the trustee are being soundly exercised, 
and 
(c) the employer is using the appropriat 
means to produce the benefits of the plan as 
they become due. 

The Department might be given the power to 
extend the reporting period in particular cases where 
stability characterized all important factors, but in 
no case should the reporting period exceed five years. 
2.62 For the reasons indicated in 2.59, we 
consider that investment legislation is inadvisable 
although the existing exclusion of employer's obligation 
is fully justified. We recommend removal of the other 


existing investment restriction which limits the 
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proportion of income from foreign investment. We 
advance two reasons: 

(a) As there is usually no income 
advantage from investment in non-Canadian 
fixed income obligations, it is to investment 
in common stocks that the restriction really 
applies. The range of highest quality 
Canadian common stocks is so limited that 
it is extremely difficult to obtain adequate 
diversification over a broad range of industr 
(The actual range is broader than that which 
is open to equity investment by Canadians). 
This in turn leads, at times to over-priving 
in relatiovis to comparable United State's 
stocks. 

(b) The attractiveness of United 
States investment is already limited by the 
effect of the 15 per cent withholding tax 
which cannot be recovered by pension trusts. 

2.03 In recent years insurers have been entering 
into "deposit administration" contracts for pension 
plans of employers. The 1961 amendment to the 

Canadian and British Insurance Companies Act permits 
insurers to employ "segregated funds" for the invest- 
ment of moneys received under these contracts. ite 
effect the insurer administers the contribution payment 
in what is, or ought to be, a trust fund in much the 
same manner as trusteed pension funds. The insurance 
element in some types of these contracts is purely 


nominal and may provide, for example, that the fund be 
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- employed to purchase annuities from other than the 
contracting insurer. 
3 The trust companies expect to compete 


4 successfully with other services and institutions. They 
= ‘recognize that it is in the public interest that new 
methods and instruments should continually be evolved 
to achieve the ends of the gapital market and particular 
social objectives. Indeed the essential feature of the 
investment intermediary function has been the continuous 
development of new institutions in the private sector 
to serve new social purposes and increase saving. But 
they also believe that there is merit in the specialization 
of function which has characterized the operations of 
Canadian institutions acting as investment intermediarie 
They hope that this breach of the principle will not 


become a precedent for its repudiation. 
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TRUST BUSINESS IN CANADA 


Section 5 - Collective Trusteeship 


The Trust Company as Investment Intermediary 
(a) History and growth of the Intermediary Function 
ie “The history of trust companies in the 
savings field (and of their loan corporation predecessors 
in many cases) goes back to the mid-19th century. At 
December 31, 1899, there were ninety-five loan, loaning 
Land: and trust companies registered in Ontario alone 
and of these only seven were trust companies. All 
were in the savings business, accepting deposits and 
issuing G...C.'s or decenares: During this period 
the commerchal banks were much more concerned with 
commercial banking than with this type of savings. 
Indeed it was not until, 1960 that the banks actively 
offered and Witeized the issue of aeneala receipts 


for moneys. Savings (deposits, G.I.C.'s and debentures 


with trust and loan companies in Ontario totalled at 


this time over: $8 million compared with $200 million 


of savings deposits in the chartered banks. 


Because of the broader powers granted to 


\ , 
\ 


trust companies, the majority of the loan companies 

had their ‘charters changed, while others achieved trust 
company status through mergers. This trend was further 
accentuated when, in 1921, legislation was enacted 

in Ontario clarifying See confirming the right of trust 
companies to receive, in trust, deposits and other 
funds for guaranteed investment. It had not been clear 


under the prior legislation whether receipt of these 
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Toronto, Ontario 
funds created a trust or merely a debtor-creditor: 
relationship. 
Deve The period from 1900 ae 1939 was not one of 
great growth for trust companies as investment inter- 
mediaries, particularly in relation to the chartered 
banks. Bank deposits had increased to $2,274 million 
by 1939 while savings (deposits, G.I.C.'s and debentures)) 
with trust companies reached $151 million and by loan 
companies, $131 million. Since that time the importance 
of trust companies in their role as promoters and 
gatherers of savings from the public has increased very 
considerably. ‘ 

The schedule which follows shows their progresjs 
relative to other institutions accepting savings, over 
the last ten years. It will be seen that. while the 
rate of growth of savings held by trust companies and 
loan companies has been rapid, the amounts held are 
small in absolute terms relative to personal savings 
on deposit in the chartered hanks. Similarly the 
schedule indicates that, while total deposits of the 
chartered banks represent 76.8 per cent of savings 
held by she institutions shown, that share has decreased 
with the increase going mainly to the credit unions 
and trust companies. | 
| Compared with savings deposits only in 
the chartered banks, the.increase from 1939 to 1960 


4s shown in the table below: 


Savings with Three Institutions (in millions of dollars) 


1939 1960 Tncrease 
Chartered Banks 2274 7215 216% 
Trust Companies 151 1107 630% 


Loan Companies } 131 417 220% 
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Terento, Ontario A117 
(b) Role in the Economy as Intermediary 
35303 The investment intermediary. relates 


the savings of the nation to the demands for capital 
through the free capital market. The role of the 
chartered banks in accepting deposits and in) 

supplying short term funds for the productive enterprise 
of the nation is well known. The role of arse companie's 
re.“lLéegs fanllLam: 

Like the other financial institutions 
which fulfill the role of investment intermediary in 
Canada,they are gatherers of savings. Since savings 
are savings are the supply» side of capital accumulation, 
their importance to any industrial society cannot be 
over stressed. Certainly the capital equipment which 
savings have provided is the major contributor to the 
high standard of living which Canadians enjoy today. 
rts provision “in the past and ©“its ‘supply’ in’the future 
depend directly on a continuous flow of savings. 

3.04 The saving of a nation is done by corporation 
and. petsons and it is most important that efficient 
facilities exist to channel the small savings of privat 
persons into pools of savings which can be used by 

the groups seeking funds for capital expenditure. In 
Canada these facilities are provided by the chartered 
banks, life insurance companies, the new issue market*, 


managed investment funds, private pension funds, 


x 
to a greater degree than the other intermediaries, the 


new issue market attracts funds from institutional 
investors as well as personal savers. 
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1| mortgage loan companies, the Caisses Populaires, credit 
2 unions and, in their collective trusteeship function, 
3 by trust companies. (Outside the private sector 
4 in direct government borrowing as by Savings Bonds and 
5 various government savings "banks".) All these 
6 institutions attract savings in various ways, appealing 
7 to differing motives and offering varying forms of | 
8 claims or contracts. Their competition to secure the 
9 largest possible share of savings for their operations 
10 provides the .stimulus to saving. They "promote" 
11 personal savings. 
12 9 5 The trust Scien sen approach to the role of 
13 promoters and gatherers of savings has varied eke 


14 the industry over the last forty odd years. As explaine 
below, Maes as are empowered to receive funds 
in trust as deposits or for a fixed term. aone 
companies have devoted their attention to seeking 
personal savings; others have also sought deposits 
from corporations, firms and other organizations. Some 
companies have tried to restrict their deposits to 
substantial amounts; others have put a ceiling on the 
size of accounts they will accept. Some have for a 
long time offered savings accounts with chequing #* 
privileges; some companies have only recently entered 
this field. Some companies do not offer chequing 
privileges on deposits; others do not accept non- 


chequing deposits. | 


Technically a cheque is a bill of exchange drawn on 
a-bank. The orders drawn by depositors on other 
institutions may not, perhaps, properly be termed 
cheques but the public is not concerned with tech- 
nicalities and there is no doubt that "cheque" is 
the term of common usage. 
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Again, there are differences in company 
attitudes to the acceptance of moneys in trust for 
fixed periods under Guaranteed Investment Certificates. 
Some companies have actively promoted this field by 
intensive advertising; others have not emphasized it. 
Some of the companies did not accept money in this way 
for a great many years. Whatever variations exist, 
one element is common. The companies are all promoting 
savings intensively and in vigorous competition among 
themselves and with the other institutions which mobiliz 
savings. 
3806 The tables II-19 ‘and 20 at pages II-24 and 
II-26 of Appendix 2 give an analysis of how savings 
heidsby trust companies are owned. (Note that four loan 
companies are included in the tables.) They show that 
98 per cent of the depositors are persons who together 
hold 80 per cent of the total amount of deposits. Persons 
constitute 96 per cent of holders of term obligations 
(G.D20.'s ete.) and hold between them 52 per cent of the 
total cunt of term obligations outstanding. Despite 
the variations of company practices, the tables 
indicate that it is° persons and in particular the small 
saver to whom the trust compaities appeal most success- 
fully for savings. 
wIPOK Many persons wish to keep a substantial 
portion of their assets in a form that will give them 


ready access to them without loss of capital. This is 


“the market the trust companies have long satisfied. 


The introduction in recent years of the non-chequable 


demand deposit account on which a higher rate of interes 
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is paid than on chequing accounts is evidence of the 
trust companies! willingness to offer the highest 
prudent rate of interest consistent with the investment 
restrictions imposed upon them. Their willingness 

to maintain Loneer business hours has drawn an 
increasing number of individual savers to them. This 
has been accomplished even thbuch trust company offices 
(until recent "savings branch" development) were not 
always in the most convenient locations. Of course 
trust company branch aeeeioonent in no way compares 
WERE: that of the chartered banks. They do business 

at 217 offices in all of Canada in contrast to about 
5,200 bank premises. While the savings held sa trust 
companies represent a small proportion of the total 
savings of Canadians, it is clear that the companies' 
deposit services and bh 3a a @UBA investment certificates 
fill a need of the population which is expressed by thei 
continuing growth. 

3403 In addition to pronoting and gathering 
cagiicendche investment intermediaries have the equally 
important responsibility of channelling the pools 
of savings collected by their efforts into their most 
economic employment. This second aspect of the inter- 
mediary's function is equally vital to the economy. 

Just as the various institutions which perform 
this function in Canada offer, in most cases, different 
attractions to the saver (savings account, life insurance, 
retirement pension, and interests in various kinds of 
collective investment) so also many of them specialize 


in particular demand areas of the capital market. 
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The new issue market supplies corporate enterprise 

with equity capital Prete: term funded debt, the 
chartered banks finance production with its short 

term requirements, government institutions help finance 
the public sector and the mortgage loan institutions 
the construction industry. The others, including the 
trust companies, invest in all types of financial 
assets but the trust companies eeeuee of their special 
skills in the real estate and mortgages business and 
the nature of their liabilities, are able to direct 
their investment to a considerable degree into 


mortgages. ‘ 


(c) Mortgage Lending in Canada 


3.09 With the introduction of the first government 
housing legislation in Canada in 1935, the pattern of 
mortgage lending in this country changed. 

In the early 1930's life insurance companies 
furnished about 56 per cent of all mortgagéLoans 
held by Temahaeeinstteacione, loan companies 24 per 
aes and trust companies 12.5 per cent. By 1960 
life insurance companies held 60.5 per cent, chartered 
Hank seal7 2 per cent, loan companies 8.8 per cent and 
trust companies 8.2 per cent. The table below 
shows the increase of mortgage assets held by 


snstitutions over the last twenty years together 


with the relative importance of mortgages in the 


investment portfolio of each institution: 
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Mh, tae 


- 1939 1960 


Mortgage Investment Mortgage Investmen 


2 (in millions (as % of in millions (as %l|lof 


of dollars ) portfolio) of dollars) portfolio 


3 

“ Life 
Insurance 

5 Companies i 391 6 35 3,412 42.4 
Loan 
Companies 154 (Gets; 495, 78.9 
Trust 
Companies 88 — 40.7 463 Banal 
Banks and 4 

Other Instituttons_45 - eto = 


678 5,643 

During this same period mortgage loans by government 
increased from $189 ne ee $1,949 million. 
De a0 Operating under the Dominion Housing Act 
commencing in 1935, the loan and trust companies were 
able to join with the government to a very substantial 
extent in providing the necessary funds to pull the 
mortgage and house building industries out of the 

- doldrums er ethe depression years. The loan term under 
the Act was 10 years on a 20-year amortization basis 
but subsequently material changes were introduced under 
the Nacional Housing Act. The term and amortization 
bases were lengthened to 20 years, then 25, 30 and 
finally 35 years. At the same time the interest rate 
on Housing Act loans was changed from an agreed upon 
rate, approximately the same as the free market rate on 

| mortgages, to a fixed rate established by the Governor 
in eoaneeleat a level "not to exceed the rate on long 
term govennment bonds by more than 2% per cent." 
SOneEeTenELn the right of the borrower to repay his 


loan was altered. Under the 1935 Act he could repay 
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at the end of the third year, but under later legislation, 
this right was extended to permit him to repay at the 
end of the third year or on any subsequent mortgage 
anniversary date. 
Da ded These changes in the term, rate of interest 
and right of repayment have made it less and less 
attractive for loan and enee companies to operate under 
the National,.Housing Act. With the stretching out of 
the term, the mortgage being locked into the investment 
but the borrower having the short term right of Ae 
and: with tes low interest rate as compared with the 
market rate on conventional mortgages, the loan and 
trust companies were, to a large extent, squeezed out 
of this large and fast growing part of the mortgage i 
lending industry. 

To enable loan and trust companies to resume 
their former substantial place in the field, it may 
be necessary to change the existing one-way option which 
enables the borrower to terminate NHA loans in the event 
that the level of interest rates declines. Otherwise 
the loan and trust companies will continue to concentrat 
on conventional loans on existing and new housing and 
commercial property. 
3.12 In addition to institutional mortgage lending, 
there are also very substantial sums invested by so- 

called "private" lenders. A large portion of the funds 

of this private een tee has its source in 
estate, trust, and agency funds and pension funds 
administered by trust companies. This amounted to 


$641.9 million in 1961 and brings the total trust compan 


ik © Shc ae 
patel 


Teens neki Price | 


| gcremdgavins ont oat Deldot peice 
~ROBOysror. To seth oxet Sota only gat : | Preece 
end. te iy orwmainoe Bs bids desert wot oat dene sbae 


We, 
‘ a a sani) ce 
fan cot odd “yhendgdaon Lenostnevaos ao eday Reine 
dio beddouse dereaKe surat 8 of 98H eetnagmoo seuad | i 
{ ie Brn tte hs 
saad ‘oat anid 0 oc8q aatwon, test me wnt byes) 
| beahity? (= 
| ehusen. od bet saa snaacl tant bese ages addins ok’ oo 
j Y 4 ie Meas a4 We 7 
sin te Diert ‘odd al eonta tatdnededua 20701 ater? | 
Tea 
imottiw: narsdo wawaeno gctvatne oat spadio ot (isaasoen ‘ed 
. : VMs i tetes 
weave oft ck engos, ain aisles HONS Ou od “teworrrod oct eoldsne 
. A ‘aad inl 


Se iver oso epatioed gadax deetednt %0 Level ontg jact 


wer, hikes he 


| 
Sissi nsoios of outer? OS tw estsanog tad brs agol. ond 
) 
. 
| 


baa potavon “st brs Bo boa bien re sneot Tenotdaevnen! no | | 
Wh Ay Var | 


eaaeqor iago'xeaag 


yids i et 
aus asrom Lagatsioieans, ot norstbbs a a 430 ae 

ve He il bi 

ud betesvind te Heb Satine yey oats. exe ‘ozend “pes 


et Io nozd 409 opts $ areboel “eaaviza" bertse a 
phy Bis { 


qf. so%tiog ae b pet modoee eer oteviag au bee 
ee 


ai 


abayt nO airaq ‘ans esi octane one sdaor cosadas 


} besovoms sa 


Nethercut &é Young A . 125 


Terente, Ontario 
fore described in broad terms in Section 1 of the Brief 
since it is of general application to all trust business). 
In this section, we are dealing with legislation 
concerning the investment of funds received from the 
general public for guaranteed investment. Since some 
of this legislation invokes the restrictions applying 
to the investment of capital, those restrictions 
will be dealt with here more fully. 
3.16 The broad description in 1.03 which likens 
| the capital investment restrictions to the investment 
authority of Canadian life insurance companies applies 
most exactly to the legislation of the Dominion, Ontario 
ana Alberta. Their legislation applies to both 
company and guaranteed funds. The Ontario authority 
is the widest of the three by inclusion of a ee ee 
clause ner both Be epernaaid guaranteed funds. The 
Dominion Act provides a basket for company funds 
only and it also restricts investments in-corporate 
obligations and shares to thuse of Canadian corporations). 
Almost as broad as the other three, because it extends 
to corporate obligations and shares subject to earnings 
tests, is the Jaw in Nova Scotia, Manitoba and 
Saskatchewan, 

All of the Acts which permit investment in 
corporate securities and shares qualify the authorizatio 
by imposing a limitation upon the proportion of guaranteed 
funds or of capital and guaranteed funds which may be 
so invested. The proportion varies from 15 per cent 
to Deb pan cent. 


BLT The legislation of British Columbia restricts 
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1 investment sth site avey and guaranteed moneys to govern- 
2 ment bonds and mortgages while that of Quebec enlarges 
3 this narrow authority for the investment of guaranteed 
et funds to include first mortgage bonds of corporations. 
5 Neither New Brunswick nor Quebec deals with 


; 6 the investment of company funds in their trust company 

7 statutes. | 

The schedule which follows shows these 

provisions in more detail, though in very abbreviated 
form. | 
Ras Legislation restricting the investment of 
trust moneys generally is @ subject within the juris- 
diction of each province and all of them have laws 
which apply, of course, to individuals as well as 
company trustees. These laws are described in 2.31 
because of their application to individual trusts. 
They are also of interest here because the Ontario and 
Alberta Acts require that 50 per cent of guaranteed funds 
must be invested in investments authorized for trustees 
WhAVOPERE legislation of the Dominion, Nova Scotia, 
Quebec, Manitéba and British Columbia includes trustee 
investments as legal for guaranteed funds. In some 
cases, this provides an enlargement of the powers 
outlined above. New Brunswick confines the investment 
of guaranteed funds to trustee snvestments. 
Seg The variation in all this legislation is 
significant because most of the companies operate on a 
national scale through the "branch" system described 
in 1.36 to 1.45. A company, federally or provincially 


incorporated, must conform to its own law of incorporatio 
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and also meet the requirements of any province in 
which it is licensed to do business. The effect of 
this, as generally interpreted is that with respect 
to business done in a province which did not incorporate 
it, a company is governed by the most constraining 
of the two sets of restrictions which apply to it. 
There is therefore much to be said for a "uniform" 
trust companies Act provided the investment powers 
were at least wide enough to permit investment in 
corporate sbitteations and shares subject to suitable 
earnings tests. 

A far more important feature of uniform 
legislation, however, would be strong administration 
of laws regulating the principles and practices of 
sound trusteeship. Admittedly,such uniform standards 
are difficult of achievement in ten jurisdictions. 
This problem suggests an argument in favour of a 
system of deposit insurance for Canada because it 
could lead to voluntary submission of companies, wherever 
‘ incorporated, to a uniform standard of regulation 
and enet iene 
ee 48) Another type of legislation directed to 
the security of the savings entrusted to the companies 
4s one which limits the ‘amount of money which may be 
taken on guaranteed account to a defined ratio with 
the company's paid up capital and reserves. Par ltanene 
limits this to 124 times for companies with Dominion 
charter. Of the provinces having a provision of this 
nature, Manitoba and Saskatchewan have a 5 times 


restriction and Nova Scotia a 10 times limit. Here, 
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Schedule to 3,17 
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Terente, Ontario 
obviously, is another area for uniformity to enable 
the companies to achieve their maximum usefulness in 
the whole Canadian economy. The Association considers 
that a multiplier of 15 should be uniformly adopted, 
Fah ait Finally, some of the Arts provide what is 
termed a “liquidity ratio". Alberta and Ontario require 
a company to keep 20 ms Nene and British Columbia, 
eh per cent of their deposits in investments ef <a‘rtype 
considered liquid. The main object, no doubt, is to 
prohibit too high a proportion of investment in mortgages. 
It may be said of this restriction that the normal rule 


of prudence applied by the, companies are more restrictive. 


(e) Operation of Guaranteed Account 


S222 The guaranteed account of trust companies 
consists of money received from the public in trust 
on one of tne following bases: 
(1) As deposits, repayable on demand 
or after notice. These savings accounts may 
be either chequable or non-chequable. The 
ai depositor receives a pass-book. 
(2) As a term investment with the 
Recon repayable on a fixed date and interdst 
at an agreed rate payable half-yearly. The 
investor receives a guaranteed investment 
certificate or receipt as eens of the 
os 
obligation which is fully registered. f°” 
In both cases, the investments made with these 
funds are segregated from other assets administered 
by the company and in addition, the trust company 


guarantees payment of principal and interest and its 
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capital is subject to this liability. (This explains 
the term "guaranteed account"), 

aie All the larger and most of the smaller trust 
companies are registered to conduct business in Ontario 
and, x a result, conform to Ontario law relating to 
their guaranteed account. In Ontario, a trust company 
does not have power to take aopoeies by way of borrowing 
money or to borrow money by issuing debentures. The 
Loan and Trust Corporations Act specifically states that 
money received on either of the bases described above 

is deemed to be received in trust but the companies 

are entitled to retain the» interest and profits resultin 
from the investment of such money in excess of the 
amount of interest payable thereon. The Act requires 
the trust company to definitely set aside and earmark 
securities and cash equal to the full aggregate amount 
of money received in its guaranteed account. 

3,24 The growth in moneys received on guaranteed 
account by the Trust companies registered in Ontario 

is indicated by the following table: 


( 00: omitted) 


Deposits Gaps whe Rectal 
| % of % of 
Year Amount Total Amount Total Guaranteed Accoynt 
1949 $135,388 47.9 $147,299 52.1. $ 282,687 
1954 249,448 49,4 254,935 50.6 504 , 383 
1959: winavi Gos CD xO Leh61,202) a6eck 898,955 
1960 416, 645 Bi 6 691,984 62.4 1,108,629 


(Figures taken from 1961 Report of the Ontario Registrar) 
The above figures indicate that while both 


types of guaranteed funds have increased very greatly, 
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1 the growth in the term certificates has been at a 
2 considerably greater rate than deposits. A mae detaile 
3 examination of each type of account appears-later. 
4 3£25 The importance:-in our economy of this function 
5 of the trust companies has been discussed in (b) above 
6 and the relationship of the trust companies to other 
a gatherers of savings in the eeirate sector of the 
8 economy is examined in 3.04. While government savings 
9 institutions seem to be decreasing in importance, the 
10 public sector has a large place in the whole picture. 
“+ For Peep Canada Savings Bond issues outstanding 


12| at December 31, 1961 amounted to $4,079 million. 
An indication of the relative importance 
14 of some of the competitors for the savings of Canadians 


15 is also given in Part (stot! the study’: (See particularly 


16] maple II - 1 of that Study, facing page II-4). 

V7 (f) Guaranteed Investment Certificates or Term 

18 Guaranteed Funds 

19 3,26 The obligations issued for a fixed term 

20 snherteedieusiy known as guaranteed investment certificates, 
21}. suaranteed investment receipts, guaranteed trust certifi 
22 cates. or i ten or guaranteed trust investment | 


23 certificates or receipts. They will be called here 


24 "“ouaranteed investment certificates." 

25 Such certificates are generally issued in > 
20 minimum amount of at least $100 although this minimum 
2k 


varies from company to company. Larger denominations 
28 are available in multiple of $100 but they may be issued 
for any amount. The maximum amounts accepted are 


established by most companies from time to time and 
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these limits usually are dependent on the investment 
opportunities available to the particular company. 
The number and size of guaranteed investment 

certificate accounts of trust companies is indicated 
in Table II - 20, facing page II-26 of the Study. The 
average value of all term certificates issued by the 
17 companies is $5,302. | 

3 Bi There is no legal limitation on term of guaranteed 
investment PueaNetaatoet While in practice they may be 

for as short a term as thirty days or as long a term 

as ten years, the most popular term would appear to be 

from three to five years. *It might be noted that the 

pactice differs as between trust companies as to whether 

a certificate is issued for funds repayable in less 

than one year. Some companies receive such funds as 
time deposits and issue a pass-book or just a letter. 

Guaranteed investment certificates normally 

are not redeemable by the company nor can a holder 

obtain payment prior to maturity. However, some companies 
undertake to repay, on request, in case of death and 

may do so in cases of emergency. One company issues 
guaranteed investment certificates which are cashable 

at par at any time prior to maturity but, as in the case 

of Canada: Savings Bonds, the rate of interest paid is 

less than if the certificate is held to maturity. Many 
companies also issue guaranteed investment certificates 

on ‘an accumulative interest basis in which the payment 

of the principal sum deposited plus interest compounded 

to maturity is made on the maturity date. 


3.28 The rate of interest offered on the certificates 
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depends on the term for which the certificate is issued 
and on the level of interest rates at the time of issue. 
The rate offered on maturities of up to one year follows 
closely the: money market rate and the rate on the longer 
terms tends to be governed by the rate on bonds and firs 
mortgages. Typical rates in May, 1962 are shown in the 
schedule to 1.60. | 

3.29 Guaranteed investment certificates are fully 
registered certificates. They are generally purchased 
because of. the attractive interest rates and also 
because of the willingness of trust companies to make 
almost any maturity available within the trust company's 
maximum term to suit the requirements of the investor. 
This latter factor wetias to reduce the need for a 
secondary market for them. 

(g) "Wholesale" savings 

BDO It has been explained that, in their inter- 
mediary function, the trust companies are essentially 
concerned with gathering personal savings and evidence 
is adduced in this section which shows that the great 
portion of Gear CHS and the bulk of deposit accounts 

are held by small persoflal savers. There is, however, 

a special function of increasing importance performed 
by some of the companies with respect to corporation 
savings. The function differs both on the "supply" 

side and on the investment side. 

$6 30 Some trust companies (principally in the 

large cities) have actively promoted this service to 
their corporate, institutional and other organization 


clients for many years. Long before the deve lopment 
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of a money market in Canada, they offered their 
guaranteed investment certificates to these corporate 
clients for the profitable short term investment 

of temporarily idle funds, with repayment on oped piaa 
dates ata ie rete ed pre-determined interest rate. 

In some cases these funds were accepted as 
time deposits at a special Su ssancaed rate of interest. 
The blocks of money so received were in themselves 
accumulations of capital -- hence the term "wholesale". 
pase On the investment side, putting this capital 
to use was a valuable function in’a special area of 
the capiral market, viz., the money market. Even 
though treasury bills, commercial paper and other short 
term obligations (including those of provinces and 
municipalities) could be purchased directly in the 
investment market, the trust companies were able to 
provide a service to their clients which continued 
to attract their short term funds. Unfortunately 
the statistics do not disclose what proportion of 
GeTbCets°and deposits are represented by these 
"wholesale" savings. They are quite volatile and are 
estimated to represent at times as eee as 25 per cent 
of the guaranteed account of the whole industry. The 
rate of interest paid on this money closely follows 
the money market. (See Chart II - 1 at page IT - ey 
of the Study). The funds received are normally investe 
in short term securities, although companies which 
receive substantial amounts of these funds can maintain 
a proportion of longer term He aa much as they 


do with deposits. 
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(nh) Demand Deposits 
©) Deposits are normally evidenced by pass-book 


in which are recorded the deposits, withdrawals and 
balance. 

The rate of interest paid (which varies from 
company to company) moves with broad changes in interes 
rates. It has ranged from 2 re cent to 4 per cent 
in the last 10 years. A survey of rates paid in May, 
1962 will be found in the schedule to 1.61. Interest 
may be calculated on minimum monthly, quarterly or 
Haniheyean1> balances. 
3u3h ‘Bull chequing privileges are allowed on 
depositors! accounts subject to the provision (seldom 
if ever exercised) that the company may require a 
specified number of days' notice before withdrawal. 
There is no uniformity for charges for cheques. Some 
companies make no charge, others allow one free cheque 
per month per $100 balance and charge 10cents to 15 
cents for additional cheques. Others ammonia "neasonable" 
pinta of cheques before charging for excess debits. The 
companies want "true savings" accounts and discourage 
a "current account" use of deposits. 
ie pra ' In recent years special or non-chequing 
deposit accounts have been developed by a number of 
companies. Withdrawals and deposits may be made at 
any time but must be made at the company's office and 
upon presentation of the pass-book. Interest is allowe 
on the minimum monthly balance at a rate which is 
generally 4 per cent and which, according to company 


practice, may be compounded semi-annually, quarterly or 
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Terente, Ontario 
monthly. 
3.36 - Chequable deposits are much the more popular 
type of deposit, accounting in 1960 for about 70 per 
cent (in value) of total deposits. The growth of non- 
chequable eee has been rapid in recent years, however, 
md has out-paced the rate of increase in the other 
form. | 

The growth and use of the two types of 
deposit together with an analysis of accounts by size 
and by holder is covered in Part II of the Study. 

Table II-19 at page II-24 indicates that as at October 
31, 1961, demand deposits with chequing privileges 

had an average balance of $1,445 and those without 
chequing privileges had an average balance of $2,000. 
(1) Clearing 

Gor | Trust companies must have a means of clearing 
cheques drawn against them which are deposited in 
chartered. banks and cheques drawn against chartered 
banks which are deposited wich trust companies. The 
prancened banks maintain a clearing house system in 
each sae business centre across Canada. Trust companies 
aie permitted to use this system for a fee, 

The trust companies! present use of the 
chartered banks! clearing system is of real significanc 
in the operation of their business. Deposits constitut 
about 38 per cent of their guaranteed account and about 
70 per cent {by value) of deposit accounts in 1960 
were chequable accounts. 

By Sis. At present, each trust company has an 


arrangement with a chartered bank or banks to clear its 
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1 depositors! cheques through the clearing facilities 

2 provided by the banks. At each clearing point used, 

3 the company must operate a current account in one 

4 branch of that chartered paeenee which cheques drawn on /the 
~ trust company may be charged. A company may use the sane 
6 or a different bank at all clearing house points. If 

7 a trust company has a number of offices in one ies aine 
8 house area, all its clearing ‘must go through the one 

9 branch of the bank which is looking after its clearing 
10 and the adie died cheques will be cleared as a unit 

11 and not for its separate offices. 

12 3.39 For the clearing services, the trust company 
13 pays a clearing fee of 5 cents for each cheque to 

14 its account plus $100 annually together with the 

Je) following clearing house annual fees: 

16 . At Toronto and Montreal ~ $300 

17 At Vancouver - $150 

18 SAtvalleother™points where there ds*an — 

| established clearing house - $100 

7 The clearing fee of 5 cents per cheque plus $100 

‘ annually accrues to the bank conducting the account 

.e while the clearing house annual fee benefits the clearing 
7 house. The clearing house fee of 5 cents per cheque 

7" has been effective since November 1, TO5G nu was. 1 

a cent or 13 cents (depending on volume) from November 
x 1, 1950 to 1954 and 23 cents thereafter to November 1, 

1958. 

27 | 

28 3.40 An exchange charge is also made to trust 

‘0 companies by banks for negotiating cheques on behalf 

‘| of their depositors if payable at points outside the 


| clearing house area. The charge is 20 cents although, 
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had the bank itself negotiated the cheque for the payee, 
it would have charged only 15 cents. Most trust 
companies, in fairness to their customers, absorb the 
excess charge. 

Ayu 1 It is essential for the present operation 
and future growth of the deposit business of trust 
companies that a comprehensive ote of clearing 
should continue to be available. 

(j) Investment Policy 

3.42 In the discussion of investment in Section 2, 
it was made clear that there could be no general 
investment policy for individual trusts. While a 
collective trust becomes a unit for the application of 


poliey, at is necessary to point out that, as might 


be expected, the investment policy of the companies 


varies sharply. This is discussed in the Study, 
Appendix 2, at page II-35. 

545 Guaranteed funds, as stated previously, must 
be earmarked and set aside, Gistinct from the company's 
sis seibs!, because they are received in trust. Company 
funds consist of the paid up capital, surplus and 
reserves of the trust company. As company funds are 
the basis of the guarantee for money received on 
guaranteed account (deposits and G.I.C. liability), the 
company account may, in that sense, be considered as 


a reserve, As a result, a company will keep that fact 


“4nomind in determining investment policy for both 


accounts and they should be considered together. 
Subject to legal limitations, the governing 


factors in investment on company and guaranteed account 
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are security, liquidity and yield. 

3.44 The most important investment outlets have 
been government securities and mortgages. Over the 
past decade, these have accounted for 75 per cent to 
85 per cent of total assets in capital and guaranteed 
account. The main change in the relative importance 
of asset items since 1951 has heen a substantial drop 
in bond holdings which has been matched by an increase 
in mortgage holdings. The proportion of other assets 
has remained about the same. The table below shows 
the asset holdings for the companies registered in 
Ontario at December 31, 1950 and December 31, 1960. 


Company and Guaranteed Accounts 


Assets December 31,1950 December 31, 1960 
Amount Ve Amount L 
(000 omitted (000 omitted 
Bonds 
Canada and 0 Ky S144 220736055 15) C62, Ole 4 
Provinces 38,779 Ons 103,598 8.4 
Municipal 21,047 es 59,128 4.8 
Other Bonds 512085 "An 7 9 107 HE F0nee bye 
Total Bonds $235,208 60.0 6205762) 50.6 
- Stocks 8° 7(oMeewe ~2 37,045 FiO 
Mortgages 102 S07) 26,2 TE OSbG-4" 50.9 
Collateral Loans Le si6 Bat 51,564 Ne, 
Cash 1G. 647 Bio) Bisa | Ole: ee 
Other Assets © 1144563 2.0%: 23, 697 1.40 


Total $392,448 100.0. $1,225,882. 100.0 


x Stocks held on guaranteed account were included with 
"Other -Bonds"’ in 1950. 


Liabilities 

Deposits IGS 74o woos Wee 416,645." 3450 
GAIN Zils 166,658 42.5 691.9844. 56.4 
Total $319, 406 $1,108,629 

Other Guaranteed 312 a1. rardy68s | 
On Caniteal “Account, 11,551 2.9 ile rs 12) Lig 3D 
Shareholders 61,199 15.4 ) 100, 062 _ 8.2 
Total : nd $392,448 100.0 $1,225,882 .100.0 


3.45 Of the substantial bond holding (50.8 per cent) 
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t shown in the table, by far the largest proportion is 


Canadian government obligations. As has already been 


3 indicated, mortgages are a basic outlet for guaranteed 
4 investment. They provide a higher yield than other 

5 authorized investments. They also qualify as trustee 
6 


investments and this is important where, as in Ontario, 
7 that qualification is a factor in the regulation 


of investment of guaranteed funds. A survey of companie 


9 indicated a diversity of practice as to the ratio of 
10 assets to keep in mortgages. Generally speaking, 
11 


companies appear to invest most of their G.I.C. money 

. 12 (other than short term) in mortgages. They tay also 
invest part of their deposit and short term money in 
mortgages, the proportion depending on the composition 
15 of the deposits. 

16 3.46 Liquidity is a prime factor in trust deposits 
17 and relates both to deposit withdrawals and to the 

18] natiring of GsLrcysopligations’ In-order vo meet these 
demands, it is essential to have a proportion of short 
20 Loita tickets dattainotiad or other liquid assets. The exact 
Ge: i proportion will vary with individual company policy which, 
in turn, will be governed to some extent by the nature 
of the deposits and the nature and maturity dates of 


24 the G.I.C. liability. Policy here reyqires a nice 


balance. 
26 The great bulk of Canadian cash assets of trus 
27 companies consists of deposits in chartered banks. Non- 
28 cash liquid assets comprise commercial paper, call loans 
a2 (mainly to security dealers and brokers) treasury bill 
30 


holdings and short term Canada bonds. 
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1 (k) Problems of Mortgage Investment 
2 BOAT In discussing in (c) above the economic 
3 significance of mortgage investment, one problem which 


4 the companies face in this field was described in 3.10. 


NS) Some other special investment probes in the mortgage 
6 lending area merit examination. The conventional 
iW mortgage on residential property, having a term of 
¢ 8 five years, has been the ideal investment medium since 
7D most guaranteed investment certificates are written 


on a five year term. When the term of the asset and 

the liability are the same, both can be at maturity 

to current rates. The company can compete in the market 
for renewal of the guaranteed investment certificate. 

In recent years the large volume of National Housing 
Act lending with a term of 20 to 30 and even 35 years, 
has presented strong competitive pressures upon trust 
companies to make conventional loans for similar eae 
terms. For insurance companies with primarily long 
term obligations, this has presented no aiet Teun ley. 

Ee poses a real problem for trust companies particularly 
in periods of generally low interest rates. The law 
permits personal mortgagors to repay mortgage loans at 
the end of 5 years irrespective of the period for which 
the mortgage is made. As the lender has no similar 
option to call the loan, he is effectively prevented 
from obtaining the average of the interest rates 
prevailing over the longer term. [If the original loan 
is made when interest rates are low, the borrower has 
“the benefit of the low rate for the full term of the 


loan. Loans made during periods of high rates are paid 
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1 @ off con re-financed (once the first 5 years have elapsed) 


2 as soon as interest rates decline. This “heads I win, 
3 tails you lose" situation constitutes a real problem 
4 to all mortgage lenders but particularly to trust 

MY companies who must compete with market rates on a day 
6 to day basis to retain funds represented by maturing 


7 GoleGurs, 

a) 3.48 In periods of tight money, there is a tendenc 
9 for the balance in guaranteed account to decline. In 
such a period bond prices will likely be down so that 
a trust company is faced with the alternative of sellin 
bonds at a loss to cover withdrawals of deposits and 
maturing G.I.C.'s cr raising the rate of interest 
paid on both in order to slow down the withdrawal and 
attract other moneys. The loss on sale of investments 
for guaranteed account is a direct charge against 
income which make companies loath to sell. Instead 

they tend to raise rates and to curtail mortgage loanin 
in order that mortgage a ae repayments may replenish 
cash. 

When money is easy, there is a tendency for 
funds to Apes trust companies which, in turn, have 
to find investments for them or else reduce their 
rates of interest to slow down the flow of money 
to them. Often, at such a time, there are notsufficien 
mortgage investments available to readily take up the 
inflow of funds. 

3.49 In the spring of 1939 the Dominion Government 
obtained detailed information from mortgage lending 


institutions for the purpose of setting up a Central 
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1 Mortgage Bank, but this proposal was apparently dropped 

2 with the advent of war. It was contemplated that lending 
.3 institutions would be able to sell existing mortgages 

4 or pledge them against loans at a central mortgage 

) bank sponsored by the government. It would not be 

6 necessary for the mortgages to be in good standing or 

7 to conform to any particular yb oaS, Naturally, however, 
8 the amount of cash or credit obtained would reflect 

9 the condition of the loan and its relation to the value 


of the security. The purpose of the proposed Central 
Mortgage Bank was two-fold, to provide backing for 
companies which required liquidity and could not make 
cash collections because of depressed economic 
conditions and to provide a greater amount of loanable 
capital for the lending institutions. By working 
through existing outlets for Aoriaees funds, the 
government could obtain the benefits of their experienc 
ad efficiency While encouraging house building by an 
enlarged supply of credit. ‘The lending institutions 
would have additional funds for tiwestment without 

the problems of liability management which are involved 
in seeking new funds. 

AwhO The proposed Central Mortgage Bank differed 
in its concept from the Central Mortgage and Housing 
Corporation that was set up later. The Corporation 
peewaeet cree primarily for the purpose of stimulating 
lending on new residential construction with definite 
and progressive standards of workmanship, materials 

and planning. Nevertheless, under its Act of 


Incorporation, the Housing Corporation was given 
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authority to enter into an agreement with a lending 
institution and lend on the security of or purchase 
existing mortgages from it. No policy or procedure has 
been developed. in this area of its authorized field of 
operation. Since the establishment of the Corporation, 
our Canadian economic situation has been without a 
major set-back, and it has iew TE necessary for the 
lending institutions to look to a "lender of last 
resort", It is nevertheless important that the basis 
of operation of this support feature should be 
definitely established prior to an emergency. Only 
thus will the institutions have advance knowledge of 
the assistance it would afford in time of need. 

On Ok THiS support Tuncction 1s imporvant in our 
economy,: providing a parallel to the function of the 
Federal Home Loan Bank in its loans to the Savings 

and Loan Associations and the rediscount function of 
the Federal reserve banks in the United States. Used 
‘more broadly, the function could also be useful in 

2 CASE government funds for conventional mortgage 
lending indirectly through purchase of mortgages from 
mortgage loan institutions. The same object could 

be accomplished by direct loans from CMHC pursuant 

to authority Gaus its Act of Incorporation, by way of 
Gels Uw. ana debenture purchases. 

O.De es ine creation Ora pan cayoce market for 
mortgages is often advanced as a means of bringing 
more funds into the mortgage market. Mortgages might 
well be a more attractive form of investment if they 


were readily saleable. 
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A secondary market for NHA insured loans 
is clearly practical. The system introduced last year 
by CMHC of quarter-yearly offerings of blocks of NHA 
mortgages by- tender seems to have worked out reasonably 
well. Distribution could be accelerated and broadened 
if these insured mortgages could be used as collateral 
by investment dealers in borrowing from chartered 
banks so that inventories could be built up and carried 
by the dealers to be offered to prospective buyers 
on a continuing basis. There is some indication that 
investment dealers would be interested and would make 
a market, both buying and,selling. If this became 
possible, there would be a real secondary market for 
NHA mortgages. It would necessarily ‘be a market which 
would deal in blocks and it seems unnecessary to try 
to extend the market for NHA Plies hep to provide 
facilities for the small investor. His easiest and safest 
way of participating in mortgage investment is to buy 
the G.I.C.'s and debentures ~f the intermediaries. 
3n50 A secondary market for conventional (uninsure ) 
mortgages appears a remote possibility. Several years 
ago. an Et Span a pea iee ae was the planned establish 
ment of a weekly mortgage auction market in Toronto at 
which mortgages were to be quoted, bought and sold in 
a manner’ similar to the trading of shares on the stock 
exchange. This plan had ee oe Finsteofeall, 
there was no demand, or at least the demand was 
insufficient or was not adequately brought into olay. 
It also appeared that institutional lenders, professional 


lenders such as lawyers and other agents and even 
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individual investors were not interested in selling 
mortgages, although they may be interested in buying 
them. The only group of people who appeared to be 
interested in selling was probably composed of the 
numerous former homeowners who had accepted a vendor's 
second mortgage on selling their residences. Of course, 
the upward trend of interest rates has made the prices 
offered for low interest mortgages unattractive to 
sellers. « 

3.54 The chief obstacle to @ secondary market in 
conventional mortgages is a group of technical consider- 
ations. Some kind of uniformity would have to be 
introduced before mortgages could be quoted in lots 

or compared in value. While there is no difficulty in 
connection with the general structure of the standard 
mortgage contract, there is no uniformity in the terms 
of repayment. There is also a problem of valuation. 

Two mortgage contracts which appear to be identical 

in principal amount, interest rate and term may differ 
in worth because of the underlying security. It would 
be necessary: to establish a central appraisal agency 

or at eas tifa aiapetn method of appraisal before mortgages 
could be readily auctioned. Even after the appraisal 
of the mortgaged property was standardized, there would 
remain differences in the value of the covenant -- the 
borrower's ability and willingness to make payments. 
Finally, there is the great difficulty in finding true 
yields on mortgage contracts. 

555 The technical problems which militate against 


a market for conventional mortgages would not prevent 
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a comprehensive scheme for purchase by CMHC in pursuing 
the support aspect of its function, or at least would 
not prevent loaning against conventional mortgages 
in a "relief" operation. Valuing a "lot" between 
two institutions is not a too difficult operation. 
3.56 Another possibility of developing a wholesale 
market in mortgages lies in the development of mortgage 
investing companies. A plan was announced a year ago 
for the establishment of a company with a capitalizatio 
of several million dollars to buy blocks of NHA 
mortgages and finance the purchases through the sale 
of debentures (or participation certificates of some 
kind) to the public. It was not really a new idea, 
but only a specialized form of the existing loan 
company. Such a company would have to compete with 
the established loan companies for money, and would 
probably find difficulty in borrowing at as low a rate, 
at least in its early years. In addition, it has been 
the experience of the loan companies that there is not 
sufficient spread between interest rates on borrowed 
funds and interest rates on NHA mortgages to provide 
es costs of operation and a reasonable profit. The 
proposal endeavoured to overcome this tiiiculrt yay 
sueniata ‘ota an déver-all borrowing of some sixty times 
capitalization, as compared with the present twelve 
and one-half times capital and reserve restriction 
on loan companies in Ontario. One stumbling block is 
the long term commitment under NHA mortgages at a 
fixed interest rate combined with short term pay-off 


privilege of the borrower, mentioned previously. 
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1 3.57 A special function of some of the trust 
2 companies in the mortgage field is the "warehousing" of 
3 oe ane It‘is close to an agency function but 
4 involves a more extensive service. These companies 
a act as mortgage finders and vendors to large institutional 
6 investors. Usually guaranteed funds obtained from 
7 depositors are invested against the security of mortgages 
8 to builders on new construction, and when the buildings 
9 are completed and sold, the mortgages are then sold to 
10 the institutional investois, 
11 This warehousing of mortgages is performed 
12 by the pare company as principal, but in most cases, 
13 general commitments to purchase are provided by the 
14 institutions before the trust company begins the 
15 operation. 
16 (1) Profits and Reserves 
17 3,58 The Study, Appendix 2, shows that profits 
18 OD. the shareholders! investment are relatively low in 
19 trust business. The net income of $5,823,000 (for 
20 the 11 companies included in the Study) on shareholders! 
21| investment including all reserves was at the rate of } 
22 only 6.5 per. cent in the year 1960. In relation to total 
23 business under administration of $7,002 million the net 
24 income. was. .0822 per cent -- less than 1/10 of 1 per 
25 cent. This is a small percentage having in mind the 
26 liabilities and Pe areas ten assumed in all depart- 
27 ments of their~business. Moreover, it must be kept 
28 | in mind that the total of assets administered is under- 
29 stated by the excess of market values over book 


30 values in estate, trust, and agency account, and that 
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substantial revenues are obtained from corporate trust 
and agency business which is not represented in the 
balance sheet. It is also evident from the Study 
that during the period from 1950 to 1960 the companies 
paid out to depositors and G.I.C. holders a continually 
increasing proportion of the income earned on invest- 
ments in guaranteed account, Had it not been for the 
increased scale of operations, profits would have 
dropped sharply. This reflects the small margin of 
profit in the industry and the intense competition 
existing not only among trust companies but also among 
all the intermediates#who.gather savings. 
tga), The increase in the volume of business in the 
last ten years made it essential to increase reserves 
against possible losses on the realization of mortgages 
and other investments. Investment reserves including 
general reserves and undivided profits were increased 
by roughly 80 per cent during the period 1950 to 1960. 
Only slightly more than one-half of this amount was 
from net income: the balance arose from premium on 
capital stock issues and profit on the sale of assets. 
Investment reserves excluding general reserve and 
undivided profits, increased by just under 60 per cent 
during the period and in relation to total balance 
suieattteds sett (less cash and estate, trust and agency 
account ) actually decreased from 3.9 per cent at 
December 31, 1951 to 2.1 per cent at December 31, 
1960. Included in these figures are the reserves 
against possible loss on mortgage loans. Although 


they have increased by almost 2itimes during the period 
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1 they have shrunk from 2 per cent to 1.2 per cent of total 
2 mortgages held. 
3 3.60 It is noteworthy that even since the change 
4 in the Income Tax Act in 1955, permitting small increase 
5 on a tax-allowed basis, the percentage has increased 
6 by only .3 per cent. Trust companies are, from a tax 
7 standpoint, at a distinct disadvantage in the treatment 
8 of reserves as-compared with others in the savings 


9 business; such as the chartered banks and credit unions. 
10 In a period of rapidly expanding business, it is most 

11 difficult to mild up even the most essential reserves 

12 on an after-tax basis which requires the appropriation 
13 of $2.00 of earnings for each $1.00 added to reserves. 
14 Some relief in this respect is clearly indicated not 

15 only for the protection of the public but also to 

16 maintain the flow of mortgage lending by the industry. 
17 36h * In 1955, after representations to the govern- 
18 ment extending over a number of years, it. was recognized 
19 that it was “ the public interest to permit the 
establishment of accumulative reservés against conventional 
mortgage invésbnenitas Section 85G of the Income Tax 
Act was originally enacted perryrt for the protection 
of the hnundredscvof thousands of persons who entrust 
their savings to the trust companies and the loan 
companies. The companies had requested a permitted 
reserve of 5 per cent with annual additions of gof 1 
per cent based on actual losses incurred on mortgage 
loans by loan and trust corporations during the period 
from 1929 to 1948 which amounted to 11.4 per cent (an 


average of .57 per cent annually). However, the reserve 
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allowed was, and is, limited to 3 per cent of the amount 
of conventional mortgages at the end of the year and may 
pe increased at the rate of only 1/12 of this amount 

each year. This is ¢ of 1 per cent of the principal 
amount which may be deducted from taxable income. 

3.62 It will be seen from the survey of the reserve 
included in the Study by the University of Western Ontario 
that during the period from 1955 to 1960 the companies 
have been unable, under the formula, to increase mortgag 
reserves at a rate even approaching + of 1 per cent per 
annum. This is due to the expanding scale of lending. 
Moreover, while losses during the period have been 
negligible, nevertheless, the possibility of future 

losses has been increased by the steady lengthening 

of the period of repayment and the increase in the loan 
amount to 66-2/3 per cent from the former 50 per cent to 
60 per cent. While both of these developments have 
benefited the housing market and the borrower, they 

have added to the risk of loss to the lender. Sizeable 
losses are experienced only in periods of serious economic 
dislocation from which the country has been free since 

the early 1940's. However, prudence demands that reason 
able reserves be built up in good years to meet anticipa ed 
losses. Moreover, it is in the public interest that the 
financiad fee tonaase the country be operated on a 
conservative and sound basis. Experience in the industr 
indicates that a reserve of 6 per cent, or roughly 

50 per cent of the actual losses in 1929-1948 would be 
reasonable. Unless the permitted rate is increased, it 


will be many years before this figure can be approached. 
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Pasi, It may be argued that a part of these reserves 
should be-established from earnings remaining after taxe 
As will be seen from the tables in the Study by the 
University of Western Ontario, substantial additional 
reserves are being built on an "after-tax" basis. But 
this is necessarily a slow and expensive process. 
Moreover the loan and trust aohBahies compete for the 
savings of the-public with the chartered banks, life 
insurance companies, credit unions and the government 
itself through Canada Savings Bonds. All of these 


enjoy a more favourable tax position than loan and 


trust companies. The credit unions pay no taxes 
sheneueh for all practical purposes they accept deposits 
in the same way as banks or trust companies. Taxation 
of the insurance companies in effect permits them to 
establish investment reserves on virtually a tax-free 
basis. The chartered banks are also permitted to ES 
tax-free reserves on a scale which can be justified to 
the Minister of Finance. Cmada Savings Bonds are sold 
at oLOte Tee, do not reflect the real cost to the tax- 
payer. From the standpoint of equity therefore it 
would appear that more reasonable ren yee reserves 
should be permitted to loan and trust companies. Moreover 
the transfer of funds to these reserves is fundamentally 
only a deferment of tax and in the long run should not 
affect total tax collections assuming a more or less 
constant -rate of taxation. 

Accordingly, it is submitted that the maximum | 
of reserves allowed under Section 85G of the Income 


Tax Act should be increased from % per cent to 6 per cen 
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ALF 
and the rate of accumulation remain at 1/12 of this 
amount per year which wuld have the effect of increasin 
4t from + of 1 per cent to 4 of 1 per cent. 
(m) Investment Funds 
3.64 It has been emphasized in 1.18 and elsewhere 
in these pages’ that investment management is the ,primar 
element in the two main functions performed by trust 
companies. They have evolved a form of organization 
in which it can operate efficiently and have developed 
skills which make their services outstanding in this 
field. It is éssential to the performance of their 
individual trusteeships including pension trusts and 
to their role as investment intermediary. It has 
See an increasing demand for their services 
as investment management agent. 
Byes A new service resulted from the amendment 
of the Income Tax Act in 1957 which permitted individua 
taxpayers to deduct from their earned income, within 
ae limits, eneunee paid into Registered Retirement 
Savings Plans. This measure encouraged many persons, 
particularly the self-employed, to provide for their 
retirement years. The saver's contributions are 
invested by che trustee and used to purchase an annuity 
at a time elected by the client. While, strictly 
speaking, these are individual trusts, their adminis- 
tration and investment and the economic function perforned 
properly bring them under the collective trusteeship 
heading. 

This service affords a natural application 


of the pooled fund technique applied in pension trust 
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Terente, Ontario 
investment. A pooled fund is simply a single trust 
fund formed to’ hold the combined assets and future con- 
tributions of the participating individual trusts. 
It affords participants the increased security ‘inherent 
in diversified investment and maximum liquidity when 
cash is required. Pooled funds are established for 
several investment categories. The individual may 
elect to participate in a pool holding bonds only, 
common stocks only, or a balanced portfolio. Some 
companies use G.I.C.'s for fixed income investment. 
The funds are all, of course, open-end. 
3 ROG The increasing popularity of mutual and 
o ener managed investment funds (they are called 
investment trusts in the U.K.) has lead some trust 
companies to offer a service of this type. It rounds 
out the service which they offer to the small saver. 
In particular the possibility of participating in 
equity investment has had an increasing appeal to the 
pub. The trust companies: record of public confidencp, 
{fava tens herd aereH under: which they operate, their 
experience in’ collective trusteéship and their special 
qualifications for investment management constitute 
them a suitable instrument for this purpose. 
DOr The funds established are called "Investment 
Funds", The pooled fund technique is again employed 
with the price of "units" Homa VEY set once a month 
or quarterly. The price is based on the total market 
value of all the investments in the Fund's portfolio. 
This figure is then divided by the number of units 


outstanding and the result determines the capital unit 
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value at which such units may be acquired and redeemed. 


Three companies are now in the field. They 
each offer a fixed income fund and an equity fund, all 
of them open-end. An investment management fee is the 
sole charge. There is no sales charge or "front-end 


load", because the marketing methods which may make 


such charges necessary are not used by trust companies. 


The expenses of the trust company in connection with 
its operation of the Fund, such as printing annual 
reports, monthly statements, office rental, etc., come 
from the investment management Beé and are not an 
additional charge to the participants. The cost of 
buying and selling securities held by the Funa,?, vie, 
brokerage commissions, is the only expense category 
normally charged. 

The trust company functions as custodian, 
registrar, and investment manager of the Fund, values 
it, prepares income distributions, provides a market 
for the units. and manages its investments. The annual 
fee for these services ranges from 4+ per cent to 1 per 
cent of the market value of the assets of the Fund. 
The Funds are established in various forms, usually 


by declaration of trust executed by the trust company. 


The Investment Fund constitutes another metho 
by which the trust company,.in its intermediary functio 


can attract savings for employment in the capital marke 


4,68 . The table below shows the combined assets 


held in pooled fund investment under retirement savings 
plans and in investment funds operated by the companies 


at December 31, 1961 or nearest valuation date. At tha 
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Terente, Ontario 
date there were 14,103 participants under personal 
DF eeiceted retirement savings plans in operation 
ae ae the industry and there were 3,215 participants 
in the investment funds operated by three companies. 


Retirement Savings Investment 


Plans Funds * 
Federal Government a 

and Guaranteed Bonds 1,107, 366 801,963, 

Provincial Government 

and Guaranteed Bonds 1,590, 391 2,616,450 
Canadian Municipal Bonds 399,122 975,597 
Other Canadiari Bonds. , 3,448,579 3,210,107 
Mortgages : Teneo 15 1,885,604 
Stocks ; 20, 364,996 5,689,868 
Other Assets 2), 5505911 850,671 
Total $30,162,580 $16, 030, 260 


* Three fixed income funds and three equity funds. 
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TRUST “BUSINESS IN CANADA 


Section 4 - Corporate Trusteeships 


The Trust Company as an Adjunct to the New Issue Market 


4O1 It has been estimated that Canadian industrial 
and commercial corporations have, during the past ten 
years, raised the undernoted amounts of capital through 


funded debt financing and the issue of shares. 


xear . Debt Financing Share Issue 
1952 $ 556,392,000 — ~ 

95D 336,295,800 = 

1954 594,732,800 $172,000, 000 
1955 | 585,795,900 421,000,000 
1956 ae 860, 184 400 687,000,000 
1957 eo 1,045,004, 100 546,000,000 
1958 pott teme 769,155,000 309 , 000, 000 
1959 | 420,052,550 4o4, 000, 000 
1960 535,011,000 222,000,000 
1961 609,909,500 Not yet available 


Omitted from the. above table are bank porrowin Ss} 
and the immense sums of short term obligations estimated 
at up to a billion dollars as of April 30, 1962 issued 
by such companies. Likewise, no reference has been 
made to the many instances of secondary distributions 
of shares involving public offerihes.. 

| In the raising of the vast majority of this 
capitals? the services of the corporate departments of 
the Canadian ruse companies have played an essential 


rold. 


4.02 . In the case of secured borrowing, a company 
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Terente, Ontario 
by means of a mortgage conveys all or part of its 
property to the trustee) but im trust for the benefit 
of the holders of the company's obligations issued 
under the mortgage deed and authenticated by the truste 
for purposes of identification. Where unsecured issues 
are involved, the technique is essentially the same 
although the deed will not ecutbetin any mortgage. 
Instead, it is likely to contain important covenants 
on the part of*the borrowing company for the protection 
of those acquiring its obligations. 

4,03 At their inception, corporate deeds dtrust 
designated individuals as trustee but it was soon found 
that trust companies were better eqipped to perform 
these duties. Towards the end of the nineteenth 
century, the use of corporations as trustees became 
common and is now the invariable practice. This is 

due not only to their permanence and financial 
responsibility but also the advantages which result 
from the appointment of an independent, professional, 
experienced trustee. 

4 .o4 Whatever the form of the deed, duties are 
imposed upon the trustee which frequently involve the 
exercise of important discretions which have few 
parallels.in trust business either as £ondifsaicushyzor 
the magnitude of the responsibility. Typical examples 
are the sa bee thee abird beadape of important parts of the 
mortgaged premises on such terms as the chdeee may 
determine as not being prejudicial to the interests 

of the bondholders or the duties falling upon the trustde 


when an event of default has occurred which the borrowing 
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Terente, Ontario 
company may be unable or unwilling to cure. 
4.05 ’ Because the nature of the obligations imposed 
upon the trustee varies so much with the terms of any 
given issue, it is, difficult..to state. the cost. of 
the Ma The principal fees earned by a trustee 
of a corporate taal an "Initial Fee" covering 
the work and responsibility involved in entering into 
the trusteeship, delivering the deed and issuing the 
obligations and an "Annual Fee" covering the administra 
fe duties and responsibilities over the life of the 
issue. These do not cover the issue of additional 
obligations upon satisfaction of conditions precedent, 
the disbursement of trust ‘ndneys, the operation of sinking 
funds, redemptions, special services rendered in defaul 
Situations, reorganizations, the holding of bondholders! 
Goonies and other non-routine matters. In these 
situations the fees are based upon piece rates or the 
time and responsibility involved. 
4.06 Most Canadian trust deeds contain as part 
of their security provisions a "floating charge" on the 
whole undertaking of the borrowing company. Enforcemen 
of this ee enables the appointment by the Court 
of a receiver and manager who continues to operate 
the undertaking as a going concern pending reorganization 
or sale as a going concern. This is work which requires 
highly trained and skilled personnel which only very 
large companies can maintain and make available at 
irregular intervals for such extraordinary duties. 
Canadian trust companies which undertake corporate 


trusteeships frequently ask for and are normally grante 
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the appointment as receiver and manager in enforcement 
actions under trust deeds of which they are trustee. 
If, following the appointment of a receiver 
and manager, it transpires that reorganization of the 
borrowing company is sae feasible, nor its sale as a 
going concern practicable, its operations will be 
discontinued and thereafter the trust company will 
act solely as a receiver to bring about the liquidation 
of: the company's assets and the payment out of the 
proceeds in accordance with the priorities governing 
the situation. 
4 O07 The corporate trust departments of the trust 
ee eee perform many other functions in addition 
to those relating to the appointments discussed above, 
a substantial number of which arise as a direct outcome 
of these appointments. 
(a) ’ Bondholders! Meetings - During the course 
‘of a normal trusteeship, a company may, for 
its corporate purposes, seek a substantial 
-revision of the terms of its trust deed. This 
will: generally involve obtaining the consent 
@ 
--of a specified majority of the bondholders 
whose consent may also be necessary in 
enforcement proceedings to a proposed plan 
of reorganization. 
In those cases, the trustee will call and 
supervise the holding of the meeting. This 
- operation is highly technical. 
(b) Voting Trusts - These arrangements are common 


where it is desired that the control of a 
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Terente, Ontario 
company and the direction of its business 
be vested in an individual or group. In 
such:-cases, the shares are transferred to 
trustees (voting trustees) who issue voting 
trust certificates evidencing the right of 
te holder to receive the shares represented 
thereby upon Lnerdi Seelutisd of the trust and 
the surrender of the voting trust certificates. 
In the meantime, the holders of the voting 
trust certificates are entitled to such right 
and benefits as are specified in the trust 
agreement. % 

(c) Escrows and Depositaries - escrow and depositary 
arrangements for numerous purposes are a sub- 
stantial source of business and stem largely 
from the financial responsibility of the trus 

companies. They are generally very technical 
-and require careful attention to ensure 
proper fulfilment. 

408 Lee The increased importance of equity financing 

has created a problem of real magnitude for most 

corporations -- that of effecting transfer of its shares. 

Shareholders and brokers expect prompt attention to 

transfers of ownership and the issue of new certificates. 

This situation is reflected in the action of most 

recognized stock exchanges which have amongst ae 

rules the following as a condition of listing: 

(1) the shares being listed must be 
, transferable in the city where the exchange 


is located. 
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1 (11) the transfer of listed shares must 
2 be completed within 48 hours of deposit 
3 for. transfer. 
& These requirements, coupled with market 
5 activity and the specialized knowledge required to 
6 perform the work, can impose heavy burdens on most 
zt companies which find it more convenient to employ a 
8 trust company to do the job for them. Specialization 
3 results in lower cost and greater accuracy. 
10 4,09 Most stock exchanges have the further listing 


requirement that a trust company be appointed transfer 
agent of the shares in question. Not only does this 
inspire investor confidence in the Botnaey of share 
records; it obviates the difficulties which would 
arise in making deliveries if each company acted as 

its own transfer agent. It provides means whereby 

the shares of a company can be interchangeably 
transferred at a number of points within Canada and the 
U.S.A. It is estimated that during 1961 Canadian trust 
gompanies acting as transfer agents issued a total of 
4,111,000 share certificates. 

4,10 _-The. principal fees earned by a transfer agent 
are based upon maintenance of shareholder accounts 

and the issue of share certificates. Where a co-transfer 
agent is involved, there is a charge made for daily 
reports to and from the principal agent. 

411 The registration of shares is provided for 

as an insurance against over-issue. The essential 
duty of the registrar is to counter-sign a new share 


certificate and thus validate it only when the out- 


en oettupes sabeivocs Sewd | 


wy an ae oaeom to ‘aoabaia ‘weet ei gag 


Ze voraae oF sostesvaes: enon dh baths 
“Rotyastiatoac? nats: not ioe alae ob 08: 
 Vobreops tise bas. 3200 woot ab a 


agtca tt ‘eieuisque: of a evad e spnattane aisoda dyon 


aetere td betatog age ‘od Gursqates dente F) sect snonontin 


a ee ee ee RE 
» 


etd? aeob ylae JoK .qottwesp at aennea: oid ‘tom : 


; ened) tO Yosawons oid ye oortebs Tew, soddovat venta 


bivow Moth eoltivoLinss ang eodslndo dt sane se 


| Yidesacsdorssinl sd neo noe 1 Be to. serene a 
etd bag sbensd. nidekw- ecdtow it6 Yadnud # te berietenaad Hs 
| tena apibsnsO Fb0L anteuh sede petaenites et 4 Ay 2.0 
| | to Letoy 8 beret adage nse ces? asa galgos Por 
) 

| ,goteothiores 1ene de Le 

| tnoys "Stens:s Bards! HONS eset eniiubenlbin asl 

| ; jee 

) evnuosss rsblodorarie 10 soustetniam noqu beasd. cm | 1" 
apace ta 5B s'rorW .eodsothideas sities To svael. odid: 

| yiisS vot S050 SS reo Bi lore arent inset i a, nh 

| «traps Lagtontve ent got, pag ome io ae oh 

| 167 bebivorg et potede ko) aga cciee ett oe i 


gilt 


sbi istigeess ss? 9088 E> BO. a ms Be ae 


optarie wea D ge te~nedtuas bse 
if s0He oS neaw ylae xt, | | 


Nethercut & Yoiing Ay LES 


Terente, Ontario 

standing stock will not be increased by the issue of 

that certificate. 

4,12 Where the transfer agent keeps the share 

ledgers of a company, it is most convenient to have 

that agent also perform a number of related functions. 

(a) - Dividend Disbursing - This function speaks 

for itself and its importance is well 

demonstrated by the fact that in 1961 Canadia 

trust companies issued about five million 
minut dad cheques totalling over $463 million. 

(b) Mailing of Annual Statements, Reports, 

Proxies, etc, -~ This service is based upon 
the detailed information in the Fangs of the 
transfer agent who has machine equipment 

and other facilities available. 

(c) . Proxy Tabulation - Not infrequently the transfjer 
agent is called upon to receive, examine and 
tabulate proxies to vote at a meeting sent 

in by shareholders. Again the specialized 

Henowledce of its staff and the time factor 

4nvolved make the agent's services of great 
value. 

(di). is Scrutineering at Meetings - Particularly 

in cases where contentidtts matters are to 

be voted upon at meetings, the trust company 
transfer agent is retained to record attendande 
at meetings and‘count the votes taken on all 
polls. 

(e) Changes in Capitalization - Typical examples 


are partial or total redemptions of preferenc 
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shares, recapitalization under various plans 

of reorganization, subscriptions for additional 

share offerings, and share splits. In all 

these situations, it is both practical and 

Pe onisel for a company to employ a trust 

company as agent. 

The performance of Sie these services is base 
upon the value of specialization. The trust companies 
use modern speeial purpose equipment which would be 
uneconomic for the individual corporation. They are 
organized to handle irregular work loads which would 
disorganize routine company operations. Moreover 
they develop special techniques for dealing with the 
typical problems which arise in shareholder services 
and cn offer companies an assurance that good ea 


holder relations will be maintained. 


ene ig acot@ay <i li 


r —r * i. : a s 
Redetdtbhbs: 6% ditagiibadye 


av 


gaurd s yohgnd oF ene 239 s oat etl , 


Ls te, r f al 
, bat we bh Po 4 ey a pel Bi 
[ret at! Cad ; BD oY ESR US aa Like 
1 { 
f j 
R) } s 
: - mw om es + yd auttt) ng ee 
a Sat thé ah ee w A dk SSE ha Pas BA Oe NES 
: 
+ 
| 
4 vad rn ae wns ip / rere 
q ; So  OLLOW TOD W. etl Seas ap y 8 2BOg'r ot 
i i | 
- i ; ' 
p i et ‘ j he 
t i i we } : t vl 
~ i ger y ry ee Me we Rane Fre pet ai at eBy th * en a vir aoe be an 
' 1 Pde , ee © toMy m Seay | aN WZ A RA beh : ia Zi “" 
] H nL , ile yar 


4 i vats if fiw 
bivow Athy abso drow telugesdt) alkane dd be 


t 

ee es a biel 

‘4 . TYsVvoso ton scotdeveqs yongnes Sabtved| ws! 
t f 


PO Od. . eeotviee Adbictetieds Gt setae do hae 

' 
cee sy -ersie boos Tet? epastivegs ‘6 zo tuagine 2) “metro OK 
See nh 
\ / ‘4 

Harts tuiean: ogi 

, 

' 

{ 

: 

1 

, 

| 


ia ne ee 


Koval Commission 
on 
Hanking and Finance 


Hearings 
held at 


OTTAWA 


Wal. Date. 


Official Reporters 
F.I.Nethercut and R.F.Doung 
Toronto, Ont. 


f ‘ ay Nethercut & *’ -al- 
& 4 Terento, Ontario 
" BRIgF SUDMITTED BY GENERAL TRUST Cl’ CANADA 
,| TO THE ROYAL COMMISSION ON BANKING AND FINANCE AS 
,| A SUPPLE) ONT TO THE BRIEF OF THE TRUST COMPANIES' 
4 ASSGCTATION 
De tcaeed Gods: trom the incors 
‘ 

SRS Od ee a sae 
q iy ear) 
ia While agreeing with most of the brief presented 

: by the Trust. Companies! Association, the undersigned, 
: on behalf. of ss member of such Association, namely 

i. General Trust of Canada, and with the full concurrence 
= of its Board of Directors, wishes to express minority 
o or independent TLeWs either not reflected in the official 
ai Brief or’ ‘at variance with some. of its Ee renorcer nce 
“| 2 - The first point is the incorporation and control 
ef. or trust Conpon ies by federal legislation which is taken 
vi for granted in the main Brief (a tems oo lO.) COu oon DD, 
ae 34, 35). If trust companies are considered as institutions 
cf involved in the flow of funds through the Meet ete 
(paragraph (a) of the Oeaeee in Connie! appointing your 
Commission), the federal Lava is unconstitutional 
“i and while it is appreciated that your Commission is 
. not concerned with problems in constitutionality, it 
oe is submitted that from a purely financial aspect on 
she the one hand, and on the basis of "peace, order and good 
i government" on the other, the matter ought oe clarifie 
‘| in order to prevent: 1) Unnecessary confusion regarding 
td what is banking; 2) Unnecessary duplication of reports; 
a s) Unnecessary expenses through the setting up of a 
ii federal bureaucracy in matters not of federal juris- 
30 
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diction; 3) Unwarranted intrusion of federal legislation, 
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in matters clearly of property and civil rights. ‘The 
reasoning on this point is set forth below and the 
conclusions which follow are: a) That all such 
legislation be repealed for the future and the federal 
government desist from the incorporation and control 

of trust bes coiks as such; b) That if it be found that 
trust companies are actually carrying on operations 
falling with the field of banking, or interest, any othe 
proper federal jurisdiction, their activity be regulated 
as such and not through an erroneous assumption of 
jurisdiction over trust companies. 

5) = A second matter consists in the control of 
trust companies by banks, whether chartered banks or 
savings banks, which has been allowed to develop in 

the past and on which the main Brief is silent, while 
the appendix (nos. 1.55 and 1.56) takes the view that 
such a control is Nueces The undersigned 

is very strongly of the opinion that such a control is 
improper as regards the principles of liquidity of the 
banks, the good management of the trust companies, and 
the public interest in general regarding combines. 

For reasons given in detail further on, it is the 
undersigned's recommendation that: a) Any such possible 
control be prohibited in the future through a special. 
provision in the Bank Act; b) Any such control aineady 
acquired be disposed of within a time limit to be set 

in the Act; c) Similar restrictions be imposed on 
federally-incorporated finance companies, loan companies 
and insurance companies. 


4 The third principal point regards the activities 
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of the federal government in the annuity field. This 
has been 2 matter of concern to insurear.ce companies 


| 
| : 
3| in the past and should be one for trust companies in 


a the future owing to the importance of annuities for 
) actual pensioners. The undersign:d strongly supports 


6 the stand taken by the Associat.on ‘item 40 of the main 


7| Brief) that insurance companies surnt not to administer 
8 pension contributions in the s::me manner as trusteed 
2 pension funds. However, they might and should continue 


10; to be interested in selling annuities both under company 
11 pension plans and registered personal retirement plans. 


12 In this respect it seems herdly justified that governmen 


13/ run an annuity service at a loss through advertising, 

14 subsidies, etc, in competition with taxpaying institutions. 

15 The recommendations in this respect are that a) The Federal 
x | 


16/ Government abandon the arnuity fiele altogether; b) That | 
17 it dispose of its portfolio in thet respect to privat: | 
18 institutions, guaranteeing whatever excess obligatioas | 
19 it may have taken in the past. : 
20 5 iat The other items of this minority submission~can | 
21 be set forth more shortly as dissents. 

22 6 = We dissent from the suggestion that a secondary 


23|| market on mortgage loans ought to be maintained by 


22 Central Mortgage and Housing Corporation (item 25 of the 
25] main Brief). 

2604 7: WeGornct agree that a fixed rate of interest 
27|| for loans made by banks should be replaced by a free 

28 or higher rate (item 18 of the main Brief). 

29 t- B We do not agree that any scheme of deposit 


insurance would be acceptable if imposed on @2il 
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institutions taking deposits (item 30 of the main Brief). 
2| G9 - We do not agree that it is advisable to raise 
3 the limitation on pension plans' income from foreign 
4 countries (item 39 of the main Brief). 
5 10 - We do not think that the setting up of regular 
6| consultation between the Minister of Finance and the 
, representations of the Trust nes Association is 
&! necessary or would be particularly useful (item 47 of 
_ol the main Brief). 
c 
| 1) FEDERAL LEGISLATION ON TRUST COMPANIES 
od  Ghdy The importance of this matter arises from the 
1B fact that if the Federal Government has authority in. 
14 sthie field, it. could very well grant to banks, or to 
15 any other company, the right to carry on trust business 
16 as a matter of course or on such conditions as it would 
: deem proper. 
| 18 12 - This would run counter to the established fact 
9) and policy that alli provinces refuse to grant sucn 
<s ie A to any ordinary company. They do so because 
ol trust business is not actually a business, but a public 
o service much more akin to a profession and which mus t 
‘ae regulated as such. 
2 13 ~ In the same manner as professions fall within 
25 the field of property and civil rights, so also the 
26 | discharging of trusts is the activity of specialized 
97 companies. 
28 14- Actually, trust companies can be likened to 
29| officers of the courts.in the matters of trusteeship, 
executorship, guardianship, committee, judicial 
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advisers, etc. These functions are the essence of the 
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| 
1/ trust companies‘ business as shown by the definitions 
contained as well in the Trust Companies’ Act (federal), 


| 
: the Ontario Trust Companies! Act, the Province of 


4| Quebec Trust Companies! Act, etc. 

5| 15 - There is no doubt Retest ns that trust and 

6 trustees are a matter of property and civil rights. 

7| A matter of property, Since it is of the essence of a 

8 trust that the trustee hold some property to the benefit 
9 of another, as generally expressed through the statement 
10 that he holds the legal title, ownership or estate, 

11| while the beneficiaries hold the beneficial title, 

12 ownership or estate. It is also a matter of civil right 
13 Since trusts are of everyday occurrence and to be found 
14 mostly in cases of relationship between heirs and 

15 legatees, donees, creditor and debtor, depository or 

16 bailee, agency and administration, etc. 

17| 16 ~- Although decisions of the Privy Council on the 
18 matter of the constitution of companies seem to have 

19 construed the B.N.A. Act as if the Federal Government 


20 had jurisdiction on the creation of companies having 


21 as their object the carrying on of their business in 

22 more than one province, this was done as a consequence 

23 of the erroneous construction of article 92, section a 
24 of the B.N.A. Act regarding the constitution of companies 
25 for provincial objects, which was read as if a provincial 


26 object was an object to be carried out in the single 
province of incorporation. This construction was 
condemned by the Supreme Court in the reference on 

29 companies and indirectly abandoned by the Privy Council 


30 in the case of the Bonanza Gold Creek Company v. The King, 
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| | 
‘| and can no longer be maintained, it being admitted that 
; provinces can create companies which have the powers 

| 
3 of natural persons and are capable of being authorized 
4| to act as such in other jurisdictions. If the same 
5, basis be given to the federal authority to create companies, 
7 one is left with the statement that federal government 
7 could give to a company constituted by it the powers 
s| of a natural person. 
i if - This, however, while sufficient in the case of 
10) trading companies, which is the sole one decided by the 

| 
oa courts up to now, is clearly insufficient for trust 
12| companies for two principal reasons:- 
13| 18 - Tne first one is inherent in the nature of 

| 
14 companies or corporations which have always been heid 
15 by the courts to be unable as such to fulfill the 
16 | functions of trustees herein above described as general 
17) trust companies. On this point one may consult Blackstone's 
18 Commentaries, vol. 3, pp. 475 et s., and the authors 
i9 in general on the disabilities of corporations. Article 
20 365 of the Civil Code adopted by the Legislature of 

21 United Canada in 1866, states the point very closely 

22| as follows:- 
23 | " Tn consequence of the disabilities which aris 
24 iba their corporate character, they can neithe 
25 be tutors nor curators, nor can they take part 
26 in meetings of family councils. 
27 | They cannot be entrusted with the execution 
28 of wills or any other administration which 


necessitates the taking of an oath, or imposes 


personal responsibility. 
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They cannot be summoned personally, nor 
appear in court otherwise than by attorney. 
They cannot sue nor be sued for assault, 
battery or other violence to the person. 
They cannot serve as witnesses nor as 
jurors before the courts. _ 4 
They can neither be guardians nor judicial 
sequestrators, nor can they be charged with 
any other functions or duties the exercise of 
which might entail imprisonment”. 
19: - It seems very clear that these disabilities 
which attach to juridical persons can not be en 
by the mere fact of incorporation and therefore no 
federal government could give powers to any entity 
of its own creation. The sole authority capable of 
doing so is the one which has jurisdiction over Pree cinta 
and on Tle and civil rights since all of the 
disabilities Pore mentioned fall within that category. 
20 - The second reason is implicit in what has 
already been said, namely that trust companies must be 
considered as corporations discharging a public service, 


namely the execution of trusts and are entitled to do 


So solely because they are held by themselves and by the 


State as companies or institutions in which the paBILe 
may have confidence for the discharge of duties which 
are entrusted in ordinary life only to persons having 
moral character, financial solvency, intellectual abilit 
and business experience in the management of private 
affairs. The safeguards which the courts exercise 


through their power to summon natural persons before ther 
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i and submitting them to penalties (equity acts in persona 
2 not in rem) must be compensated by some other conditions 


3 and safeguards which have to be determined by the 


competence of the provinces; 


4 Legislator. ° 
5 el - If the above reasoning is correct, as we believ 
6 it to be, it becomes clear that the federal government 
7 may not constitute trust companies as a matter of course 
8 and may not do it by special act through imposing on 
9 them any conditions which may be at variance with the 
210 requirements of the provinces. 
al 22 - Ean should the reasoning be disregarded in 
12 so far as the creation of trust companies is concerned 
13 (which would leave the situation regarding companies 
14 in the chaotic state it is at present), such reasoning 
15 would still apply to the restrictions and limitations 
ae | imposed by federal legislation to trust companies of 
17 4ts own creation and the preservation of such 
13 legislation would have the effect of creating Tey ts 
19 dissimilarities between provincial and federal legislations, 
20 such companies being at a disadvantage on that basis. 
21 253i It seems abundantly clear that the best solutio 
22 would be for the provincial supervisory authorities 
23 to get pesecven on this matter, much more so than in 
4 the case of insurance which is the nearest one to that 
25 under examination. 
%6 e4 - it is therefore submitted:- 
07 a) That the activities of trust companies 
28 ‘are specifically determined by the trustee 
29 relationship and as such are within the exclusive 
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b) That since it is always possible to exceed 


2 one's powers, 4% may arise that some powers. 

3 given by legislatures to trust companies be 

4 actually banking powers and if so ultra vires 
5| of the legislatures; 

6 3 c) That the granting of such powers has 

7 not the effect of converting trust companies 

8 into banks, but may make them subject to 

9 Se ad jurisdiction over banking; 

10 ad) That, in consequence, the federal 

11 government would have to iegislate not only 

12 on banks, but also on banking as such, thereby 
13 either petone a definition of banking which would 
14 bane the test of the courts and of practice, 
15 or to legislate on some matters which would 

16 evidently be or would eventually be declared 
17 by the courts within the subject matter of 

18 banking; 

19 e) That no evidence has been adduced to 

20 show that trust companies actually do carry 

21 on any activity falling within the field of 

Pwd banking, unless it be the receiving of deposits, 
23 ||. the use of so-called chequing privileges 

24 by the depositors and the clearing facilities 
25 afforded trust companies by the banks, all 

26 | three. of which are not, either singly or 

27 | . collectively, banking operations. 

28 | 25 - It is therefore submitted that the setting 

29 up of a branch within the federal Department of 


30 Insurance to supervise trust companies is a direct 
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consequence of a faulty theory regarding the creation 
of trust companies by federal authority, which entails 
additional expense by the federal government in 

excess of the expense already supported by the 
provinces which are charged under the Constitution 
with the proper supervision of the courts and of 
trusts. 

26 - While it is permissible to believe that a -: 
Single authority having jurisdiction across Canada 
would assure a greater uniformity in trust practice; 
this is an undue and unrealistic simplification. The 
actual facts are that trusts in the Province of Quebec 
are seen very differently from those in the other 
provinces because Quebec law on the matter is quite 
different. In the words of the Privy Council "it 
must be remembered that the law of trust is not 

innate in the law of Quebec”. One must realize that 
the assignment of the jurisdiction on property and 


civil rights to the provinces is a safeguard demanded 


by the Province of Quebec pefore joining Confederation 


and which must be a paramount consideration for not 


trying indirectly to modify such allocation of powers. 


CONTROL OF TRUST COMPANIES BY BANKS 
27 - Control of trust companies by banks has been 
allowed to develop within the last few years, directly 
or indirectly. It is the contention of the under- 
signed that such control, however realized, is 
improper as regards the good of the bank, the good 


of the trust company concerned and the good of the 
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public. 
28 - As regards the bank which invests part of 
its capital or surplus in the acquisition of the 
control of a trust company, the main objection touches 
on the liquidity of the assets. While there does not 
Seem to ar prohibition in the Bank Act as presently 
drawn to prohibit a bank from acquiring the control’ of 
any sort of company, it seems evident to us that 
some companies may not be so acquired, namely ail those 
which are considered by government as being of public 
order, to wit, amongst others, railways, insurance 
companies’, public utilities and trust companies. The 
reason is implicit in the pals that banks are also 
of public order and to be regulated as such. A Danie 
must have assets of the highest ELQULOLoyS neocons 
Within the limits of the provisions of the law in 
that respect, but also within the usual steal 
developed ae the years .through prudent management. 
2g - it is abundantly clear that no bank should - 
invest the money of its depositors in such a purchase, 
It is also abundantly clear that as its own assets 
are concerned, inasmuch as they may be Spy a heptane aut 
from those covering its liabilities to the public; Ene 
Same rule should apply, since those assets of the | 
Snareholders are the guarantee of the liabilities. 
500- This is the reason why banks are not permitted 
to hold real estate for other than their own use and 
occupancy, or mortgages for more than a definite 
ratio of their assets, nor to hold indefinitely assets 


which they might acquire upon realizing on a security. 
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31 - The purchase of a trust company would have the 


effect of freezing a good part of the assets of the 
bank and to withdraw from the general market the stock 
of the trust company, whether listed or unliested, with 
the result that should the bank eventually be called 
upon to dispose of such stock, a new market would have 
to peue eed altogether and the probabilities would 
be that such stock would pass in its entirety to some 
other large institution. This has the definite effect 
of narrowing the market and the possibilities for | 
ree oe 

32. The reason why banks have purchased or set 

up control of trust companies seem to be threefold. 
The first is a development of a close relationshbp 
between the directors of banks and trust companies. 
The second is the example of other countries. The 
third is the more recent opening of branches by trust 
companies for the receipt of chequable deposits. 

35 - As regards the close association of interests 
between trusts and banks, it is precisely through 

some such catch-sentence that unwarranted conclusions 
are often reached by forgetting where to stop. It is 
not denied that groups do exist in financial matters 
as in any other field of economic activity. In the 
same way tradition plays a large part in the habits 

of a community and of a savings public. Regional 
interests also play a great part in keeping financial 
communities together. Trust companies being large 
holders of securities and cash, it is normal that 


their directors be interested in the good management 


falonectt aniqesy ab dugg taste a ake oals Ba 


Joe thi beeartowtng ovne anag ‘te ponses, at 
Lbigtestad ‘pa! od mse petnagnos daira? to ee 
dtathteager mre & 20 sh 

soteagnos oe 
ent | 


Yaust vd beconvensd 26. grt ial tasae% re arts ak bata 


etleogeh eidaiperio Mg sgteoet ort2 me votnagmen 


asvaoreInt to coitvelaoges seals ey Bbasgs% eA a. 


is q 
(o7 nr aN) 


“panos yloatoenqg at. +f cevinad pre atewrd nsewted aR bs 
atotevloses bejnatiewiy Jadz, eotetdeg-MolT8o Howe sat08, Rt 
ef si .qevs o0 sion ect babs cai bat Pron Steet ony 


éted? sa fetorngt® cnt a8 ins ab aquo™s sacia betneb Jon 


Aull 
‘vi 


eas ot id tehtisi oti 108008 ‘to biett aedto yas at, es. | 
avidst orld ot. tueq Sadat s eyelq ootsrpas cow akan 
; . ak oH n 

laselgoh .otfduq epiiver & % bas yitaumoo s\to./ 7° 
ental yitsd asliegmos daurt .tedsepot ates 


teas Lamson ef 32 \Neap ame esa *o.% 
Paemensas boos ont mt betasiotnt od 


Nethercut &- Young - 32 LD my 


Torente, Ontario 
1 | of the banking institutions with which they deal and, 
2 vice versa, that banks be interested in keeping 
3 such goodwill with the result that there may very well 
4 be some interlocking of directorships. Similarly 
5 it may happen that persons with bank experience be 
6| found very useful to trust companies in given - 
7| eae aat ances or that banks may wish to secure the 
8 services of some trust company man. 
g ay - All of these arguments merely show that persons 
10 directly interested in finance, such as bank directors, 
11] are also interested in good management of capital ~ Av 
12 assets belonging either to themselves or to others, 
is such management being provided by trust companies. 
14 The latter may be considered as professional 
15 administrators and therefore as intermediaries between 
16 the professions (lawyers, notaries, accountants, brokers, 
17 investment counsels, etc., all of whom they do employ 
18 and must have resort to), and purely financial 
19 institutions such as banks, investment trusts, 
20 insurance companies, stock exchanges, etc. No one 
21 could possibly argue from that basis that the banks 
22 could or should fulfill the functions of all other | 
23 financial institutions or, for that matter, could - 


impose on anyone of their clients the use of some 
specialized intermediary. 

35 - It is true, and this is the second argument 
invoked, that banks operate trust departments in : 
some other countries. However none of these know 

a so highly concentrated banking system as Canada. 


gf 


Furthermore, none has the same constitutional 
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1 a re rok of authority. Thirdly, the history of- 
2 the development of trust business in each one of them 
3 shows that in principle it is considered preferable 
4 to hold the two entirely separate. This is 
) demonstrated in effect both in England and the United 


6 States by the fact that trust departments are actually 
7 managed ea eee do not pace in other than large 

8 cities, and do not employ people with similar qualifi- 
cations. All references to department store principles 
are Perec ore irrelevant. 

36 - The third reason for the puzchzaase of such control 
is the opening of branches by trust companies for the 
receipt of chequable deposits. This is fully dealt 
with in the main Brief of the Association as justified 
on the part of trust companies. If the competition 
thus afforded to the banks is sound, it ought not to 

pe lessened through the desire of the latter to reduce 
such competition indireetly, although such reducing 
would have the effect of diminishing the outlay. 

in: Tacs’, the business carried on by the trust companies 
at such branches consists mostly of taking in deposits, 
dealing in real estate as brokers and mortgagees nag 
discussing wills. with orospective clients. The two 
latter activities are clearly without the peeling 
field and one is thus left solely with the receipt 


of deposits. 
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i EO Such control we also consider to be bad 
for the management of trust companies as regards the 
three main divisions of the trust companies’ activity. 
38 - As regards the trust and agency department, 
the objections may be summarized as follows: 

a) Executors and trustees are the agents 
of the testator in the same way as the 

trust companies, acting under a living 

trust or 4 mere agency, are servants of 
the client, this kind of relationship 
being quite different from that between a 
bank manager and the bank's clients $ 
b) AS already mentioned, a good number 
of trust officers must have had sets 
training in law, which is not required for 
banking $ 

ce) The training of a prudent administrator 

includes knowledge regarding real estate, 

mortgages, stocks, etc., which is not re- 
quired from a bank employee; 

a) Any further centralizing of institutions 
would tend to use trust companies as | 
retirement field for old bank employees, 
thereby making for less efficiency; 

e) The special case of the Province 

of Quebec, with its differences in law, 
shows that separate training should be 
secured, which would prevent an easy move- 

ment between any trust department of a 


bank and its other departments, thus Pin- 
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pointing the difficulties. 
39 - | As regards corporate trusteeship, the 
objection is still stronger since the likelihood ofr 
conflict of interest is ever present. At the time of 
a bond issue, when a trustee should be appointed for 
pondholders, the borrowing corporation selects the 
trustee in accord with the iets dealer who, ee 
times, insists on his own choice. It would be a tenp- 
tation on the part of a bank to try and have its own 
trust company selected as trustee for the bondholders. 
This would set be sound practice whenever the bond 
issue is effected for the ypurpose of funding a debt 
previously owing to the bank. Generally speaking, 
4% is not gaod nor normal that the relatiinship of 
the money lender with the borrower remain too permanent. 
1O = - Snould there be a default under the terms 
of the Trust Deed, the trustee for the bondholders is 
called upon to take possession of the property, since the 
whole concept of the bond trusteeship security in favou 
of the bondholders is to transfer all the property 
of the borrowine corporation, save only such security 
as has been transferred or granted specifically to 
gome creditors amongst which are the banks. Therefore, 
the banks are generally amongst the creditors, side 
by side with the bondholders on the one hand and the 
unsecured creditors on the other, the bank hoiding a 
r 
middle position for having some guarantees under the 
Bank Act which do not cover the whole of its advances. 
The corporate trustee is therefore under an obligation 


to act against the interests of the bank to a certain 
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extent, and, at the same time, to deal with it for the 
continuation of the operations of the company 
(liquidating the inventory, finishing goods not completed, 
collecting bills, etc.). A trustee in possession under 
@ bond trusteeship must be fully impartial and may not 
forget the interests of the ouner creditors (sometimes 
represented by a trustee in bankruptcy), to which 

it must aiso account. One needs little experience to 
imagine the discussions which sometimes do take pases 
and which would become probably more difficult should 
the trust officer become too earnest as against a bank 
manager, or too lenient with consequent ioss’ of 
confidence.by the investing public. It seems 


quite evident that the conflict of interest is a 


deposits made with a trust company. At the present 
time, they are generally accepted as term deposits 
and the proceeds invested in medium term securi 
trust company keeping only a certain ratio within the 
short term field. This makes for a widening of the 
market, a ereater specialized knowledge and a stabilizi 
effect as against booms and depressions. While it is 
admittedly difficult to @Waw the line between short term 
and. middle term securities, such a blurred area exists 
oS; ee distinctions between things, services, pro- 
essions and Speciatizavions. To try and wipe out this 
pines area is an impossibility. It is therefore 
quite oroper that trust companies have some interest 


in the short term market, while the banks have some 
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trust companies, the assets are, if not entirely, frozen, 


~ interest in the middle term one. However, those 

7 demand deposits cannot be equated to anything but 

S & savings account. As for guaranteed deposits, they 

. are trust accounts and must be balanced dollar for 

5 Gollar by actual investments within a restricted 

oft -eLaras 

g YQ —- What is to be feared is that some transfers 
8 be made between the ordinary investment department 

9 of a bank and its trust department and since no 

10 examination of books can be permaneat, this would 

il certainly give rise to a numberof temptations. 

12 43 - Generally spea ein ng therefore, in the 

1 interestof the public at large, trust companies and 

if banks ought to remain separated. Their joining through 
15 the control of a trust by a bank would enable or tempt 
a the banks to do indirectly what they are not allowed 

17 or might not be allowed to do direct. In the field 

: of public institutions, the vrinciple of specialization 
a should be strictly adhered to. Moreover, should there 
an be an outright attempt at merger between trust 

21 companies and banks, the power resulting in the hands 
22 of few people, that is to say the directors cf a bank, 
23 would be tremendously enhanced and all arguments agains 
24 iowa resulting in anti-trust laws would be in point. 
oS At the present time, the Canadian situation happily 

ae does not give rise to this claim but the danger would 
27 become imminent if banks are to purchase ail of the 

28 large trust companies. 

re Aye In the matter of the investments made by the 
30 
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but certainly long term assets corresponding with 
the long Sethi obligations of pension funds, estates, 
etc. On the other hand all the assets of a bank 
should be channelled in the growth economy of the 
country. “It is irrelevant to say that the close 
association between banks and trust companies has 
had no bad effect in the past. The phenomenon of 
trust comoanies controlled by banks is a very recent 
one and the results up to now cannot be significant. 
45 = It seems quite clear that in the same way 
as it is advantageous for bank stocks to be widely 
spread amongst the public, the trust company stocks 
should similarly be widely distributed. 
h6 - Similarly, although some modifications 
of the income tax vcrovisions regarding reserves ought 
to He adopted, the situation of banks in that respect 
pemits them to cover lcsses which would not be allowed 


to trust companies beca » in the nature of things, 


S 
ta 
ey 


commercial banks are doing a more risky business 

than trust companies ought to do. 

7 - For all the above considerations, it is 
submitted that any possible control of trust companies by 
banks be prohibited in the future thrwugha special 
provision in the Bank Act and that any such control 
already acquired te disposed of within a time limit 

to be set in the Bank Act, whether this be done through 
a distributon of the shares within the hands of the 
shareholders of the bank or through an outright sale, 

- @epending on circumstances, although the second 


alternative would seem to be the only one feasible. 
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1 48 —- | | One might add that a similar provision adh “ 
2 be inserted prohibiting banks to acquire the control 

3 of insurance companies, finance companies and perhaps 

4 loan companies. 

S | GOVERNMENT ANNUITIES 
6 4Q - This question has been raised frequently 

7 by the insurance companies and very little need be 

8 added. Statistics have shown during long periods 

9| that government annuity service provided by the 

10| federal government was functioning at a loss. This 

ii was a result of the rate of capitalization used, of 

12 the transfer of funds Prom the consolidated revenue 

13 Prides of the expenses incurred in publicity to sell 
i4 this service to the vcublic. | 

15 50 = While it might have been claimed in the 

16 past that the federal government was thereby fulfilling 
17 esiivneietoniior teaching the saving habit to the 

18 population, one must add that this has changed ale 

i9 together with the creation of pension funds and the 

20 establishment of personal retirement funds, so that 

21 the need no longer exists of educating the public. 

22 Actually tax incentives have proven the better teacher. 
23 51 - Since both insurance companies and trust . 
24 ecoripanies hase normally come to be asked to provide 

25|| the service and the payment of annuities, the 

26 governmental service has proven to be of less 

27 importance. On the one hand the maximum amount 

28) purchasable prokt the federal government had to be 

29 antiea and is still insufficient, so that private funds land 


30 companies are cailed upon to Supply the excess. The 
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rates have, in pellet im of volume, become quite 
competitive and added publicity would be seek Bey tO 
maintain the service. Such a publicity out of public 
funds is not to be looked at favourably. The big 
question at the present time is whether it is more 
advantageous for eventual pensioners to get capitalization 
of income from a trusteed pension fund with possibility 
of transfer, or through the purchase of some deferred 
gnnuity from an insurance company. Acutally, the risk 
during the period of capitalization is minimizea cad 
the benefits maximized through trusteed pension fund. 
4t the time of retirement, the risks would seem to be 
minimized and the benefits maximized through the 
purchase of an immediate annuity. 
52-7. it is therefore urged that the government 
abandon the deferred annuity plan and that very serious 
consideration be given to its getting out of the 
ect annuity plan. 
53 - In order to liquidate the situation, itv 
would seem but normal that the federal government 
Gispose of its portfolio to private institutions, 
suaranteeing only whatever excess obligations it might 
have taken in the past over the actuarial calculations. 
SECOMDARY MARKET ON MORTGAGE LOAN 
54 - It is urged in the main brief of the Trust 
Companies! Association that such a secondary market 
be provided through Central Mortgage and Housing 
Corporation. Our dissent is based on the fact that 
such a public corporation could not provide the market 


otherwise than through additional governmental subsidies 
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Terente, Ontario 
and allocations. While this would work to the advantage 
of all iepee abetanie holders of both private and 
C.M.H.C. guaranteed mortgages, it seems to the aot 
Signed that this is but a result of a Situation which 
has been allowed to develop haphazard. 
55 - Firstly, one might question the opportunity 
of letting commercial banks enter the. mortgage market 
to the extent they have. It has made possible a 
general trend towards raising the rate of interest on 
mortgases and tempting the banks to get higher return 
on their commercial loans, a point which is to be 
covered under the next heading. 
56 - Secondly, the demand for a secondary market 
merely arises from the fact that the terms of wae Loans 
have become too long and have tenced to distinguish 
too radically between insured mortgages and conventional 
Ones. it would appear that mortgage loans devised to help 
construction could very well have been figured on a 
long term ‘basis, ae thirty years, but with some 
provisions that their term would end, in so far as the 
guarantee of government is concerned, after a shorter 
period, say fifteen years or twenty years at tne most. 
This vaald have had the result of throwing more mortgages 
into the conventional field with a consequent loweetne re) 
the rate of feet ae 
sve 3 Should such a revision take place, the need 
for a secondary market would disappear to a large 
extent. Actually this need arises also from the fact 
that such mortgages arethe counterpart of short term 


Geposits which may be recalled by the depositors. As | 


eee 


cy dewnuaet we ‘estint ae ca ant LAL MOS 
v cinmcichart sonst tea oe! elived ont sense 8 193 
| 4 Skt Ow, ay dog et Hebow 8 cement Lakoweanoe: ateddaa ib 
| oN Lone’: tpi Banat Sten ants robes bovevoe, . Is 
| Jar! top paebtionda. 6 X01 patat ote elpaaoes ie ak — 
vf tin aot en ‘to antes ORM Fete eont Babe it 
: Joa Saleh aaah od Sebctad -eteae ‘Boh wes wo? emoed ova 
Ohad Ptr Vato «batt esp ngdnert bominark: owas vitaonoee aot 


i. 


Gijod ot bec.reoh...ciraod ageme denon pate: THOR eluow tt ‘on! 
. 6 a0 Sevoetl need oven Liaw: yror uci cost ouretenOo 

eoa AP dud ented weebee ee ER toed ered aaol 
aid det on ak Lbaoe bivow mised “eens 2 atetd ehozetvord of Ae 


‘ a R | “Te ae ie 
qiiods a davia .Hsnrsonos pe Jentertovely os SUG RTESR (Was ae 


) Ae 
| gvtoat sis da txesy yinews wo arey peaeter ene vbobteq, A a es 
ae i 1 war iv H 
(ogee satiy etod gxsventid Go’ at tute ois Bed avai aac etdt yee my ty 
ite Ml fet 
| ; ae 


— 
= 2 
4 

—— 


50 Salteuer dreavpdendo .s. elapse bios aiieniasananinias ‘ond 7 


4 Vigne 

; i vi MAY Ae 

|  saoteen. Yo. ooer. oid Fes 7, 
a) ee eal), 

: ; P | : oe Ri eat 

| pose’ ou2 yobalg owed notehvees toast bivoda 4 Sa Ye pes a 

: \ eee 


saysl s od tseqqnels' Biow devten qusbieotion's s 26% | vs 
‘ee 
By ‘ 


| 
{ | 
| Son? oft mond esis ssatts besd aii beaihesny suede on 


A, 7 


ce 


mxoed  S1CHe to Vt CCISINUGS, sitters iz iy" 


; gah lacosteagsd end vd peLisesx ai ae 5. 
£ ne 5 ae Ps 
} | 3 


ad | 


Nethercut & Yeung — oS = 


Terente, Ontaric 
y 
1, wy 
a temporary or adjustment provision, it would seem 
2 
preferable to allow C.M.H.C. mortgages to be the 
3 ; i) 
basis of loans made through the commercial banks in 
4 
favour of trust companies, pension funds or insurance 
5 ny : ; 
companies. In point of fact pension funds and insuranc 
6 
companies would hardly need these facilities. As 
c a , : 
to trust companies, they might have a need for them 
ps : 
but there does not seem to be any good argument against 
9 
@ Special authorization being given in that respect in 
10 : cao 
the Bank Act, in the same way as loans are therein 
ii rae é re 
authorized to special classes of borrowers. 
12 Lie aaah 
58 - This shortening of the building loans 
13 
would have a triple effect. It would turn over to 
14 : 7 
private investors reasonabie loans on aliready improved 
15 : : : 
property andprivate residences or medium prized property. 
16 
It would ag trust companies, pension funds, insurance 
17 i 
companies, etc., to concentrate to a larger extent 
18 : elfagnd . 
on larger units where individuals cannot supply the 
19 an 
necessary funds unless being grouped. It wouid also 
20 k ae 
unfreeze some of the assets of the banks. 
21 7 
RATE OF INTEREST ALLOWED BANKS 
22 i fi 
59 = tem 18 of the main brief suggests that 
23 ‘ z 
the rate of interest for bank loans presently fixed at 
24. - : 
6% should be replaced by a free or higher rate. We 
25 ss a J 
are unable to see the wisdom of this suggestion. 
26 i 
60 - In the first place, it seems that 
27 : ih : 
ceiling should be placed on the rate which banks may charge 
28 . ae ' 
H for loans. That this rate as presently set is said not 
29 ) 
to be consistent with the conditions across Canada 
30 


does not seem a good objection, since the providing of 
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Terento, Outario 
1 oe 
money and credit is the main justification of banks as 
9 
a service to the public. Thus it does not seem sound 
3 
policy to let the free play of offer and demand regulat 
P 
Such a rate. 
5 e 2 J 
61 - To fix the rate higher than at present woul 
6 : J 
require a great deal of demonstration before it could 
7 
be admitted. In fact the role of the Bank of Canada 
8 
would be greatly diminished if the rate would be 
9 ; p 
allowed to increase and decrease according to 
10 | : 2 
the policies of the central bank. The Likelihood would 
i1 | ra j 
be that there would be a built-in resistance to lowerin: 
oes One fe : 
in most cases and a powerfuld demand for increasing 
13 
at inopportune times. One need only refer to the 
14 
present economic situation. The only reasonable 
15 ‘ ° 5 2 2 2 ia] 
“alternative would seem to be the possibility of a 
16 ia) eo 
fixing of the rate through an act of parliament as 
17 > = = %. 
need arises. This would certainly be less stable 
i8 sa : Ss e 
than the present system of the revision of the 
19 i te ~~ F 
Bank Act at regular intervals. However, we do not 
20 : : 
see how the rate could be increased at the present 
21 
time. 
22 
23 
24 
25 
26 
24 | 
28 
29 
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DEPOSIT INSURANCE 

6235— fhe main Brief has shown the opposition of 
the Association to deposit insurance with a statement 
that it would not be cpposed if imposed on all ins titution 
taking deposits. 
Sgn it is felt that this stand is not sufficiently 
strong as regards the principle involved. We have 
already mentioned the quite peculiar Set-up of the 
banking system in Canada and the main Brief gZives 
full particulars as regards deposits received by 
the Several institutions. What strikes us most 
forcibly is the unnecessary pyramiding of expenses 
on depositors and lenders through additional insurance 
in favour of lending institutions or the genera public. 
Normal prudence and Supervision should be surficient, 
to guarantee the reimbursement of deposits without 
Suck increase in expenses. This would seem to be a 
matter of general public policy which the main Brief 


does not sufficiently underline in our opinion. 


INVESTMENT OF PENSION FUNDS IN FOREIGN 


SECORITIES 
cr nee eect ey Se ay 


fae We are opposed to the possibility of 

investing Bonnin funds in foreign Securities over a 
very limited ratio. At 10% as at present, this ratio 
Seems to us ample for all requirements. Again, as-a 
matter of principle, there is no good reason why money 
earned in Canada and to be Spent in Canada should. 

be invested, even temporarily, in securities of another 
country. All arguments mist fall before the cb jection 


that cash pension funds are allowed to be built through 
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a tax incentive, being tax exempt. While one might 
say that the purchase of foreign securities can secure 
U.S.A. dollars, one could argue on the contrary that 
they would be much better employed through the 
purchase of Canadian securities in order to replace 
the holdings of foreigners. ‘The important thing in 
this respect would seem to us to be the favouring - 

of the purchase of common stocks in Canadian companies. 
65 - It has been alleged that diversification is 
better sefved through some reasonable foreign holdings. 
Here again the answer is a question of public policy 
and of the common good of the country, instead of 

the common good of the future pensioners. Actually 
the latter are and ought to be more concerned with 
the stability of the Canadian economy than with any 
other consideration. | 

66 ¢= It is submitted therefore that not only 
Should the exemption not be increased, but that ~ 

a thorough consideration be given to the advisability 
of limiting ind purchase of foreign government 
securities as holdings for pension funds and trust 


funds as well. 


CONSULTATION WITH THE MINISTER 
67 - The last recommendation of the Trust Companies 
Association's Brief refers to a possible recurrent 
consultation between its representatives and the Minister 
of Finance... It is not denied that this would be 
highly advantageous to the trust companies and their 


clients. 
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68 - However, it seems to us that this begs a -. 
2 || number of questions. The first is the actual role™ 
2 of the trust companies in the economy, the second, 
& the actual jurisdiction over such trust companies, “and 
s| the third one, the indirect influence which the 
5 Minister of Finance may have on the economy. 
7 69 - It would seem to us ena ere normal channelling 
S| should be through the Bank of Canada and the banks 
ol and not otherwise. The Minister of Finance ought to 
; keep out of such feelers as may be deemed advisable 
11] by the Bank of Canada. At the same time, should 
12 the Minister deem it pai edeie to call a meeting of 
A trust companies’ heads, he is always at liberty to 
14 do so, but. would not ‘go to’ such-a length in the absence 
15 of very special circumstances. 
16 | 70- What is feared is an indirect attempt at 
ul controlling the economy through institutional features 
18 instead of giving more leeway through the natural 
‘ forces of action and reaction. There does not seem 
20 at the present time to be any special call for the 
21 setting up of such a consulting body or scheme, which 
22 is in no way detracting from the willingness of all 
23 trust companies! officers and the undersigned in 
24 particular to help to the utmost in the pursuit of 
vba the common good of the country. 
26 | 
27 
| MARCEL FARIBAULT 
28 
President and General Manager 
29 General Trust of Canada 
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